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‘ MILLION DOLLARS IN TOTAL AESTHETIC

" .| SURGERY SALES *

Augm‘e ntatian

Reconstruction

- BREAST RECONSTRUCTION AND AUGMENTATION TRENDS

-B

This year more th‘ahVZOD,OUO women will choose ta change the size and shape of their breasts. ‘Another 190,000 will face breast cancer, of whom

65,000 will opt‘for‘r‘econsm_:ctive‘surgerv' Chances are a majorily of these women will have Mentor implants. And that should enhance our
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’ PERCENT OF IMPOTENT MEN 5O NOT
RESPOND T0 DRUG THERAPY

- 5

]
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SATISFYING

OUR PARTNERS

In North America alone some 30 million men confrant the painful reality of impotence (erectile dysfunction). Most of these men can be treated with

drugs, but for at least 30% of them drug treatment will not be effective. For all of these men there is a sure cure - the penile in{plant from Mentor.

And that would be satislying to their partners - as well as ours.

ERECTILE DYSFUNCTION TRENDS FOR NORTH AMERICAN‘MEN:

X = No. of men seeking erectile dysfunction treatment in millions - Y= ﬂme(ine







} ’ PERCENT OF PEOPLE WITH URINARY
\‘ \‘ INCONTINENCE CAN BE SUCCESSFULLY TREATED

=

BOOSTING

INVESTOR CONFIDENCE

Qver 11 million women suffer from stress incontinence in the United States. This condition is treatable with a surgical procedure utilizing an
implantable pubo-vaginal sling. To date over 50,000 have been cured of stress incontinence with Mentor slings. That's 50,000 women who no
langer face the embarrassment, insecurity and discomfort of involuntary urine loss. And that should be a boost to their confidence

- as well as ours.

SURGICAL INCONTINENCE MARKET

X = No. of procedures performed in thousands Y = Timeling
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! PERCENT OF PROSTATE CANCERS NOW
‘ f TREATED WITH BRACHYTHERAPY SEEDS

PROTECTING
OUR ASSETS

Over 189,000 new cases of prastate cancer are diagnosed each year in the U.S, The second most common form of cancer among men, it alone
accounts for 11% of all male cancer-related deaths. Through early detection and treatment, it can be survived. Of all the treatment optiens, one

delivers high success rates with few permanent side effects - brachytherapy seeding. And that's how we protect their assets = as well as ours,

BRACHYTHERAPY TRENDS

X = No. af procedures perfarmad in thousands Y = Timeline
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DEAR

SHAREHOLDERS

BECAUSE SIZE DOES MATTER ~ WE WORK HARD
T0 GROW OUR COMPANY.

AND THIS YEAR WE ACHIEVED THE LARGEST INCREASES IN OUR HISTORY!

CHECK IT OUT

WE GREW REVENUES BY OVER $50 MILLION, AN INCREASE OF 19 PERCENT.

WE GREW EARNINGS PER SHARE BY 29 PERCENT.

And we did it in a bad year and a down economy. We accomplished these things through a

Balanced Growth Strategy to increase the size of our business, increase the size of our

earnings, and thereby increase the value of our stock.

Mentor’s Balanced Growth Strategy is made possible by our three major strengths:

L MARKETING ASCENDANCY ” TECHNICAL INNQVATION “ FINANCIAL VIGOR w

MARKETING ASCENDANCY

Mentor has carved out leading marketing positions in the fields of aesthetic surgery
and urclogy. We build enduring customef relaticnships and we now hold the number one

or number two market share for almost every product we sell. We have very strong market
franchises in which to launch new products, whether internally developed, acguired
externally, or brought in through a partnership relationship.

We are building on our marketing strength for global expansion. The same principles that
made Mentor a leader in domestic markets are also effective overseas. Last year we did
over $100 million in sales outside the United States, almost a third of our business.

We have already established a strong direct sales presence in Europe and we see excellent
prospects for expansion in the Far East and South America.
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NAME Lchristopher J. Conway

TTE | CEO

SIGNATURE

TECHNICAL INNOVATION

Innovative design and superior technology have made Mentor products the best in their

fields. We compete on performance, not on price. Superior performance through better
technology has been a key reason for our success in the marketplace. When we introduce
a new product our sales force is confident that it will meet customer needs better than
any available alternative. New product development has been the driver of our past
growth, and it will drive our growth in the future.

We have an extensive research & development program, with projects underway at R&D
facilities in California, Minnesota, Texas, England, France and The Netherlands. Some
of these projects are still several years from fruition, some are cleser, and some are
currently undergoing review by the FDA. We expect to introduce several new products

to U.S. markets in the current year.

EINANCIAL VIGOR

Mentor today is in the strongest financial position in our history. We have a solid
balance sheet with a strong cash position and no long-term debt. Operating efficiencies
bring us a good return on assets and a healthy cash flow (check page 15 of this report
for comparisons). In the last two years we have expended a great deal of cash on

dividends, stock repurchases, capital investments and acquisitions; nevertheless our
cash position has continued to grow and is now bigger than ever.

We have the financial resources to support our drive to global expansion and our new
product development programs. Furthermore, we also have the resources to drive our gfowth
through strategic acquisitions. As our past acquisitions demonstrate, we will not squander
resources to add mere bulk or the illusion of progress. We are value-oriented strategic
buyers and we will acquire only those companies, product lines or technologies that fit
our expansion strategy and add to our earnings.

These three elements — marketing power, product innovation and financial strength —
give us a balanced approach to growth. Any one of them is a growth driver taken alone.
Together they are a powerful combination that will make Mentor a much bigger company.

Because, after all, size does matter!

Christopher J. Conway
CEO
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SELECTED FINANCIAL DATA

The following table summarizes certain selected financial data of the Company and should be read in conjunction
with the related Consolidated Financial Statements of the Company and accompanying Notes to Consolidated

Financial Statements.

YEAR ENDED MARCH 31,
(IN THOUSANDS, EXCEPT PER SHARE DATA}

2002”7 2001"

2000

1999

159J

STATEMENT OF INCOME DATA:

Net sales
Gross profit
Operating income
Income before income taxes -
Continuing operations
Income taxes - continuing operations
Income from continuing operations
Discontinued operaticns,
net of income tax
Net income

Basic earnings (loss) per share:
Continuing operations

Discontinued operations
Basic earnings per share

Diluted earnings (loss) per share:
Corntinuing operations

Discontinued operations
bPiluted earnings per share

‘Dividends per common share

Average outstanding shares:
Basic
Diluted

BALANCE SHEET DATA:

Working capital

Total assets

Long-term accrued liabilities,

less current portion

Shareholders’ equity

$

$

$

321,082 $ 268,894

130,607 164,198
57,516 41,787
59,216 46,549
17,396 14,731
41,820 31,818

- 260

41,820 3 32,078

1.77 $ 1.35
0.00 0.01
1.77 S 1.36
1.71 $ 1.32
0.00 0.01
1.71 $ 1.33
0.12 $ 0,105
23,639 23,627
24,463 24,186

126,556 $ 112,461
324,636 290,837
12,873 10,691

224,178 $ 196,306

$

$

$

249,345
154,687
39,431

42,389
13,563
28,826

7,713
36,538

1.18

<

.32

1.16

4o

=1

.30
1.46

24,384
25,084

124,141

230,706

183,642

$

204,576
126,609
30,141

30,888

10, 447

20,441

(6,479)

13,962

0.83

(0.26)
0.57

(0.25)
0.55

24,550
25,394

106,532

196,011

158,618

VResults after fiscal 2000 include the impact of the Porgés $.A. acquisition in February 2001.

$

181,613
121,145
36,786
38,404
13,575
24,829
(932)
23,897
1.00

(0.04)

0.94

24,894
26,330

115,656

189,911

164,685
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B
MANAGEMENT’S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF GPERATIONS

In May 1999, the Company annocunced that its Board of Directors had decided to divest the ophthalmology business,
which accounted for approximately 16% of sales in fiscal 1999. The Company substantially completed the sale of the
assets of the ophthalmology division in three separate transactions throughout fiscal year 2000. Accordingly,
results of operations of the ophthalmic business are reported, on a net basis, as a single line on the financials
as discontinued operations.

The following table sets forth various items from the Consclidated Statements of Income as a percentage of
net sales for the periods indicated:

YEAR ENDED MARCH 31, {IN THOUSANDS) ] 2002 2004 zonoJ
Net sales 100.0% 100.0% 100.0%
Costs and expenses
Cost of sales 40.6 38.8 38.0
Selling, general, and administrative 34.7 37.3 39.5
Research and development 6.8 7.3 6.7 E
Restructuring charge - 0.9 - “
Operating income from continuing operations 17.9 15.6 15.8
Interest expense (0.3) {0.1) -
Interest income 0.7 1.6 1.2 ;
Other income, net 0.1 0.3 - i
Income from continuing operations before income taxes 18.4 17.4 17.0
Income taxes 5.4 5.5 5.4
Income from continuing operations 13.0 11.9 11.6
Income from discontinued operations, net of income taxes - 0.1 3.1
Net income 13.0% 12.0% 14.7%
APPLICAT! CR co ING POLI

Management’s Discussion and Analysis of Financial Condition and Results of Operations addresses Mentor Corporation’s
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements reguires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. On an on-going basis, management evaluates its estimates and judgments. Management bases
its estimates and judgments on historical experience and on various other factors that are believed to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditiens.

Management believes the following critical accounting policies, among others, affect its more significant judgments
and estimates used in the preparation of its consolidated financial statements.

REVENUE RECOGNITION

The Company recognizes product revenue, net of discounts, returns, and rebates in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 48, “Revenue Recogniticn When the Right of Return Exists,” and Staff
Accounting Bulletin (“SAB”) No, 101, “Revenue Recognition in Financial Statements.” As required by these standards,
revenue is recorded when persuasive evidence of a sales arrangement exists, delivery has occurred, the buyer’s price
is fixed or determinable, contractual obligations have been satisfied, and collectibility is reasonably assured.
These requirements are met, and sales and related cost of sales are recognized primarily upon the shipment of prod-
ucts, or in the case of consignment inventories, upon the notification of usage by the customer. The Company records
estimated reductions to revenue for customer programs and other volume-based incentives. Should the actual level of
customer participation in these programs differ from those estimated by the Company, additional adjustments to rev-
enue are recorded. The Company also allows credit for products returned within its policy terms. The Company records

T Mo e, SRV 1 0 ks e R U o B 300

S M LTS T




MENTOR CORPORATION

at the time of sale an allowance for estimated returns, based on historical experience, recent gross sales levels
and any notification of pending returns. Should the actual returns differ from those estimated by the Company,
additional adjustments to revenue and cost of sales may be required,

ACCOUNTS RECEIVABLE

The Company markets its products to a diverse customer base, principally throughout the United States, Canada

and Western Furope. The Company grants credit terms in the normal course of business to its customers, primarily
hospitals, doctors and distributors. The Company performs ongoing credit evaluations of its customers and adjusts
credit limits based upon payment history and the customer’s current credit werthiness, as determined through review
of their current credit information. The Company continuously monitors collections and payments from customers
and maintains allowances for doubtful accounts for estimated losses resulting from the inability of some of ics
customers to make required payments. Estimated losses are based on historical experience and any specifically
identified customer collection issues. If the financial condition of the Company’s customers, or the economy

as whole, were to deteriorate, resulting in an impairment of customers’ ability to make payments, additional
allowances may be required. These adjustments would be included in selling, general and administrative expenses.

INVENTORIES

The Company values its inventory at the lower of cost, based on the first-in first-out (“FIFO”) cost method, or the
current estimated market value of the inventory. The Company writes down its inventory for estimated obsolescence
or unmarketable inventory equal to the difference between the cost of inventory and the estimated market value
based upon assumptions about future demand and market conditions. If actual future demand or market conditions
differ from those projected by management, additional inventory valuation adjustments may be required. These
adjustments would be included in cost of goods sold.

WARRANTIES AND RELATED RESERVES
The Company provides an accrual for the estimated cost of product warranties and product liability claims at

the time revenue is recognized. Such accruals are based on estimates, which are based on relevant factors such
as historical experience, the warranty period, estimated costs, levels of insurance and insurance retentions,

.identified product guality issues, if any, and, to a limited extent, information developed by the insurance company

using actuarial techniques. These accruals are analyzed periocdically for adequacy. While the Company engages

in extensive product quality programs and processes, including actively monitering and evaluating the quality
of its component suppliers, the warranty obligation is affected by reported rates of product problems and costs
incurred in correcting product problems. Should actual reported problem rates or the resulting costs differ from
the Company’s estimates, adjustments to the estimated warranty liability may be required. These adjustments
would be included in selling, general and administrative expenses.

GOODWILL AND INTANGIBLE ASSET IMPAIRMENT

The Company currently evaluates long-lived assets, including goodwill and other intangibles, for impairment
whenever events or changes in circumstances indicate that the carrying value of an asset may rot be recoverable.
In assessing the recoverability of goodwill and other intangibles, the Company must make assumptions regarding
estimated future cash flows and other factors to determine the fair value of the respective assets. If these
estimates or their related assumptions change in the future, the Company may be required to record impairment
charges for these assets. The Company will adopt SFAS No.142 (“SFAS 1427), “Goodwill and Other Intangible Assets,”
effective April 1, 2002 and will be required to analyze its goodwill for impairment issues during the first
quarter of fiscal 2003, and then on a periodic basis thereafter. These impairment charges would be included in
the results of operations.




MENTOR CORPORATION

RESULTS OF QPERATIONS
SALES FOR FISCAL 2002

Sales for fiscal 2002 increased to $321 millicon from $269 million in 2001, an increase of 189%. Included in fiscal
2002 sales are 12 months of surgical urology and clinical and consumer healthcare product sales relating to

the February 2001 acquisition of Porgés S.A., compared to two months of sales included in the fiscal 2001l. Porgés
product sales accounted for 15 percentage points of the year-to-year growth. Sales alsoc were negatively affected by
the continued strength of the U.S. Dollar versus other currencies and the general economic slowdown in the economy.
Foreign exchange rate movements had an unfavorable year-to-year impact on international sales of $1.4 million, or
less than 1% of consolidated sales.

Sales of surgical urology products increased 52% to $94 million from $62 million in the prior year. This growth
primarily resulted from the February 2001 acquisition of Porgés S.A., whose product sales are included in fiscal
2002 sales for the whole year. Porgés product sales accounted for 48 percentage points of the year-to-year growth.
Penile implant sales included incremental sales of the Alpha 1 Inflatable device with the new Lockout

valve introduced late in fiscal 2000. Brachytherapy sales increased slightly over the prior year as unit sales
increases were partially offset as competitive pressures decreased average selling prices.

Sales of aesthetic and general surgery products increased 4% to $163 million from $157 million in the prior year.
The Company believes that the modest growth in aesthetic product sales was primarily the result of the general
economic slowdown in fiscal 2002, and the events of September 11,2001, The sales of aesthetic product used in
cosmetic surgeries were substantially even with prior year sales, as these product sales are affected more than
the Company’s other aesthetic products and segments by general economic conditions, as a higher proportion of
these cosmetic surgeries are paid directly by the patient. However, the sales of aesthetic products used in
reconstructive surgeries increased 21% over prior year sales, as a high proportion of these product sales are
reimbursed by third party payers.

Sales of clinical and consumer healthcare products increased 29% to $64 million from $50 million in the prior
year. This growth primarily resulted from the February 2001 acquisition of Porgés S.A., whose product sales are
included for all of fiscal 2002. Porgés product sales accounted for 24 percentage points of the year-to-year
growth. In addition, sales of intermittent self-catheters grew 12% with the introduction of the Self-Cath Plus™
lubricious catheter in fiscal 2002, while there was a slight decline in male external catheter sales of 7%.

SALES FOR FISCAL 2001

Sales for fiscal 2001 increased to $269 million from $249 million in 2000, an increase of B%. Sales were negatively
affected by the continued strength of the U.S. Dollar versus other currencies and the general economic slowdown in
the economy. Included in fiscal 2001 are approximately two months of surgical urclogy and clinical and consumer
healthcare product sales from the February 2001 acquisition of Porgés S.A. Porgés product sales accounted for three
percentage points of the year-to-year growth. Foreign exchange rate movements had an unfaverable year-to-year
impact on international sales of $2.4 million, or approximately 1% of consolidated sales.

Sales of surgical urology products increased 18% to $62 million from $53 million in the prior year. This growth
resulted from increased sales of the 5uspend®sling for treating female urinary incentinence, and the February
2001 acquisition of Porgés S.A. Sales of Suspend®benefited from increased acceptance of this pelvic floor
reconstruction in the treatment of prolapse.

Sales of aesthetic and general surgery products increased 5% to $157 million from $150 million in the prior
vear. Sales of products for reconstruction increased 6% while products used in cosmetic augmentation increased
1%. Sales of body contouring (liposuction) products declined by 14% compared to the previous year. The aesthetic
product segment is affected more than the Company’s cther segments by general economic conditions, as a higher
proportion of these surgeries are paid directly by the patient.

Sales of clinical and consumer healthcare products increased 7% from the prior year. Strong growth in the sales
of intermittent catheters of 12% was partially offset by a slight decline in male external catheter sales. The
results include two months of sales from the February 2001 acquisition of Porgés S.A.
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The Company’s export sales to independent distributors accounted for 4%, 5% and 6% of net sales for fiscal years
ended March 31, 2002, 2001 and 2000, respectively. In addition, 28%, 16%, and 13%, respectively, of sales in each
year were from the Company’s direct international sales offices.

Over the three fiscal years ended March 31, 2002, sales increases, including the effects of acquisitions, have
been primarily the result of increased unit sales. General selling price changes have not been significant in
recent years.

COST OF SALES

Cost of sales was 40.6% of net sales for fiscal 2002, compared to 38.9% in fiscal 2001. Fiscal 2002 included Porgés
product sales for the entire year as opposed to two months in fiscal year 2001, Porgés products have an average
cost of sales of approximately 60% as compared to a historic average of 38% for the rest of the Company’s products
and, consequently, the additional Porgés product sales have diluted the gross margin product mix. This diluticn
was partially offset by manufacturing efficiencies in the aesthetic and clinical and consumer healthcare products.

Cost of sales was 38.9% of net sales for fiscal 2001, compared to 38.0% in fiscal 2000. The faster growth of products
distributed under alliance agreements, such as brachytherapy seeds and the Suspend® Sling, continues to shift the
product mix towards products with gross margins of approximately 50%, which is lower than the margin generated by
products manufactured and distributed by the Company. In addition, sales of Porgés products late in the fiscal year
diluted the gross margin product mix slightly.

SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expenses were 34.7% of net sales in fiscal 2002 compared to 37.3%, exclusive
of the restructuring charge, in fiscal 2001. The decrease as a percentage of net sales reflects cost savings from
the Company’s restructuring of corporate staff during the second and third quarters of fiscal 2001 and the recent
acquisition of Porgés which has a lower percentage of selling, general and administrative expenses to net sales
than the rest of the Company.

Selling, general and administrative expenses, exclusive of the restructuring charge, were 37.3% of net sales in

fiscal 2001 compared to 39.5% in fiscal 2000. The decrease reflects lower spending on the Company’s direct-to-consumer :
advertising campaign partially offset by increases in product liability reserves and information technology costs. i
In addition, cost savings from the Company’s restructuring of corporate staff contributed to the improvement. i

During fiscal 2001, the Company announced a reduction in corporate staff at its headquarters in Santa Barbara

as part of a restructuring move to streamline operations and improve efficiency. Employees affected by the
restructuring were provided with a severance package, outplacement counseling and extended benefits to help with
the transition. This program resulted in a restructuring charge included in general and administrative expenses
of $2.4 million.

RESEARCH AND DEVELOPMENT

Research and development expenses were 6,8% of net sales in fiscal 2002, a slight decrease from 7.3% in fiscal
2001. Overall spending on research and development increased by 11% from the prior year. Fiscal 2002 development
costs relate primarily to the Company’s automated brachytherapy workstation, accelerated product enhancement
projects for existing products and new product development. Fiscal year 2002 alsc includes research and development
costs related to Porgés products, for which research and development expenses as a percentage of net sales have
historically been lower than those for the Company’s other products. Although the Company has successfully
completed several PMAA submissions related to mammary and penile implants in recent years, the amount of spending
on research and development is not expected to decrease as the focus of the Company’s research and development
efforts shifts towards product enhancements and new product development. In addition, the Company is committed
to a variety of clinical and laboratory studies in connection with its gel-filled and saline~filled mammary
implants and other preducts,




MENTOR CORPORATION

Research and development expenses were 7.3% of net sales in fiscal 2001, an increase from 6.7% in the prior year.
The increase was attributable to spending on the Company’s ongoing clinical studies related to silicone gel mammary
implants, In May 2000, the Company received FDA approval for saline-filled breast implants and, in July 2000
received similar regulatory clearance on inflatable penile implants.

INTEREST AND OTHER INCOME AND EXPENSE

Interest expense increased to $859 thousand in fiscal 2002, from $276 thousand in fiscal 2001. In January 2001,
the Company acquired the assets of Scuth Bay Medical LLC. Approximately $7 million of the purchase price was
recorded as a long-term accrued liability at net present value. In December 2001, an additional $1.7 million of
long-term accrued liability was recorded at net present value related to the acquisition of certain intangible
rights from ProSurg, Inc. Imputed interest on these liabilities is charged to interest expense. This imputed
interest and balances outstanding on several lines of credit established to facilitate operating cash flow needs
at our foreign subsidiaries accounted for the increase in interest expense over the prior year. In fiscal 2002,
$196 thousand of interest incurred on a line of credit to finance the construction of a new foreign manufacturing
facility was capitalized.

Interest expense increased to $276 thousand in fiscal 2001, from $34 thousand in fiscal 2000. In the first quarter
of fiscal 2001, the Company borrowed and repaid $6 million to temporarily fund its stock repurchase program. During
the fourth quarter of fiscal 2001, the Company borrowed $14 million to fund its acquisition of Porgeés S.A. There
were no borrowings in fiscal 2000, and the Company repaid $4 million borrowed in 1899 to temporarily fund the stock
repurchase program,

Interest income decreased from $4.2 million in 2001 to $2.2 million in fiscal 2002. The decrease is due to lower
cash and marketable security balances, lower prevailing interest rates on short-term investments, and a shift
in the Company’s investment strategy from taxable commercial paper which has a higher pretax yield to tax free
municipal bonds and similar tax advantaged investment vehicles which currently have a higher after-tax yileld.

Interest income increased to $4.2 million in 2001 from $3,.0 million in fiscal year 2000. The increase is a result
of higher cash balances from operations and $59 million in proceeds from the sale of the assets of the ophthalmic
business reported as discontinued operations which was only available for investment part of fiscal 2000. Further,
the Company increased its use of fully taxable investments, which have a higher coupon rate and also benefited from
higher prevailing interest rates.

Other income, net primarily includes gains or losses on sales of marketable securities, disposal of assets, and
foreign currency gains or losses related to the Company’s foreign operations. In fiscal 2000, the Company recorded
a $3 million permanent impairment of its equity investment in Intracel Corporation. This impairment charge was
offset by realized gains on the disposition of marketable securities recorded as long~term marketable securities
available for sale. During fiscal 2002, the Company recorded an additicnal $3 million write-down of the Company’s
investment in Intracel Corporation upon its bankruptcy £iling. At March 31, 2002 the investment in Intracel
Corporation is carried at no value. Other income, net for fiscal 2002, also includes a one-time gain of $700 thousand
related to the settlement of a dispute with Paradigm Medical Industries, a one-time foreign exchange gain of
$720 thousand on the repayment of the 15 million euro loan to partially fund the acquisition of Porges S.A., the
realized gains on the disposition of long-term marketable securities available-for-sale of $1.3 million.

In fiscal year 2001, the Company recorded a $1 million realized gain on the disposition of marketable securities
recorded as long-term marketable securities available for sale.

INCOME TAXES

The effective rate of corporate income taxes was 29.4% for fiscal 2002 and 31.6% for fiscal 2001, The decrease

in the effective tax rate from fiscal 2001 to fiscal 2002 is a result of a higher proportion of income from foreign
operations with lower tax rates, increased tax-exempt interest income, tax credits related to research and
development, and a refund received in the fourth quarter of fiscal year 2002 related to the amendment of prior
year tax returns for the Company’s foreign sales corporation.

The effective rate of corporate income taxes was approximately 31.6% for fiscal 2001, a slight decrease from the
fiscal 2000 rate of 32.0%.
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DISCONTINUED OPERATIONS

In December 1998, the Company announced a restructuring plan as part of a strategic initiative to improve the
profitability and competitiveness of the ophthalmic segment of its business by reducing manufacturing costs and
concentrating on those products and markets capable of sustained, long-term profitable growth. During the
implementation of this plan, the Board of Directors authorized management to divest of the assets and product lines
of the ophthalmic business segment. The divestiture was substantially completed in fiscal 2000 resulting in income
from discontinued operations, net of tax, of $7.7 million. In fiscal 2001, the Company recorded $260 thousand of
income from discontinued coperations, net of tax of $140 thousand, from the resolution of certain liabilities for -
amounts less than recorded at the time of the sale of discontinued assets.

INCOME FROM CONTINUING OPERATIONS

Income from continuing operations for fiscal 2002 was $42 million, compared to $32 million for the previous year,
an increase of $10 million or 30%. Increased sales, primarily from the Porgés S.A. acquisition in February 2001,
lower cost of goods sold and lower operating expenses as a percentage of net sales, and a tax refund increased net
income, while the write-down of the Company’s investment in Intracel Corporation and lower investment income
reduced net income.

Income from continuing operations for fiscal 2001 was $32 million, compared to $29 million for the previous year.
Increased sales, lower operating expenses, and increased interest income contributed to the increase. Fiscal 2001
income from discontinued operations, net of income taxes, was $260 thousand related to the resolution of certain

liabilities for amounts less than recorded at the time of disposal.

INFLATION

The Company does not believe inflation has had a material impact on the Company’s operations over the three-year
period ended March 31, 2002.

LIQUIDITY AND ESOURC

.The Company had cash, cash equivalents and short-term marketable securities of 575 million and $64 million at March
31, 2002 and 2001, respectively. During the three years ended March 31, 2002, liquidity needs have been satisfied
principally by cash flow from operations and, to a lesser extent from borrowings under the Company’s line of credit.
Despite significant acquisition and stock repurchase activities, the Company maintained its strong cash and
financial position throughout fiscal 2002.

At March 31, 2002, working capital was $127 million compared to $112 million the previous year. The Company
generated $58 million of cash from continuing operations during fiscal 2002, compared to $42 millicn the previous
vear. Increased income from continuing cperations, and increases in accounts payable and accrued liabilities
contributed to the increased cash flow. These amounts were partially offset by an increase in accounts receivable
and inventory.

During fiscal 2002, the Company invested $15 million in manufacturing equipment, information technology systems,
and in a new manufacturing facility in Leiden, the Netherlands. The Company anticipates investing approximately
515 million in fiscal 2003 to complete the new facility in Leiden, invest in an existing facility, purchase
production equipment and upgrade and replace information technology systems.

The Company receives cash from the exercise of employee stock options. Employee stock option exercises provided
$6.9 and $2.5 million of cash in fiscal 2002 and fiscal 2001, respectively. Proceeds from the exercise of employee
stock options will vary from period to period based upon, among other factors, fluctuations in the market value of
the Company’s common stock relative to the exercise price of such optiocns.

The Company’s Board of Directors has authorized an ongoing stock repurchase program. The objectives of the program,
among other items, are to offset the dilutive effect of the Company’s employee stock option program, provide
liguidity to the market and to reduce the overall number of shares outstanding. Repurchases are subject to market
conditions and cash availability. During fiscal 2002, the Company repurchased 732 thousand shares for consideration
of $18.7 million. The Company intends to continue the share repurchase program in fiscal 2003 and 1.6 million
shares remain authorized for repurchase.




MENTUR CORPORATION

Certain technologies related to the manufacture of mammary prostheses were developed under a 1983 agreement with a
limited partnership whereby the limited partners contributed funds towards the development of the technology in
exchange for payments based upon a percentage of future sales of the products utilizing the technology. The Company
paid approximately $2 million in such payments in fiscal 2000 to the partnership. The Company was the general
partner for this partnership. The agreement included an option to purchase the technology and thereby terminate the
partnership. In fiscal 2001, the Company exercised its option to make a lump sum payment to the limited partners in
lieu of all future payments and rights according to the Agreement of Purchase and Sale between Mentor Corporation
and the partnership, as amended. The limited partners cculd elect to be paid in cash, the Company’s common stock,
or a combination. This transaction was completed in the second quarter ended September 30, 2000. The limited partners
elected to be paid $1.0 million in cash and 434 thousand shares of the Company’s common stock. The stock, transfer
of which is restricted by Rule 144, was valued at its fair market value on the date of issuance, of approximately
$% million. The decrease in payments to the partners will be offset by the increased amortization of the new
intangible asset and the additional common shares outstanding, thus having a neutral effect on earnings per share.

In Jaruary 2001, the Company completed the acquisition of South Bay Medical, a development stage company focused on
the development of a new technology for a computer-based workstation and automated cartridge-based needle loading
system Zor use in Brachytherapy procedures. The total consideration included $2 million in cash, 235,293 restricted
shares of the Company'’s common stock having a fair market value of $4 million, and $13.6 million to be paid in cash
or the Company’s common stock over the next several years. These future payments have been recorded as an acquisition
obligation liability at net present value ($11.2 million at March 31, 2002), and will continue to increase as
imputed interest is recorded. Approximately $5.9% millicn of the acquisition obligation liability is to be paid

in shares of the Company’s common stock valued at fair market value on the date of issuance.

In February 2001, the Company acquired Porges S.A., subsidiary of Sanofi-Synthélabo headquartered in Paris,
and with manufacturing facilities in Sarlat, France. Porgés holds a leading market share for urological products
in France and has strong market position throughout Burope, The cash consideration paid for Porgés S.A. was

$32 million.

In December 2001, Company entered into several agreements with ProSurg, Inc. to purchase certain patent rights
and a supply of a bio-absorbable co-polymer product to be used in the surgical treatment of incontinence. The total
consideration included $2.0 million in cash and $2.7 million in short and long~term payments due over the next
several years. The future payments have been reccrded as an acquisition obligation liability at net present value
and will increase with imputed interest to $3.0 million due over the next several years.

The Company has a secured line of credit (“$25M Credit Agreement”) for borrowings up to $25 million, which accrue
interest at the prevailing prime rate or at a mark-up over LIBOR at the Company’s discretion. The $25M Credit
Agreement includes certain covenants that, among other things, limit the dividends the Company may pay and requires
maintenance of certain levels of tangible net worth and debt service ratios. During fiscal 2002, the Company used
the $25M Credit Agreement to guarantee the secured loan of a vendor, in the amount of $5.3 million, to facilitate
the ramp up of production capacity related to a new product. Accordingly, although there were no borrowings
outstanding under the $25M Credit Agreement at March 31, 2002, only $19.7 million was available for

additional borrowings.

In addition, in February 2001, several lines of credit were established with local foreign lenders to facilitate
cperating cash flow needs at our foreign subsidiaries. These lines are at market rates of interest, unsecured,
guaranteed by Mentor Corporation, and total $5.0 million, of which $4.4 million was outstanding, and $.6 million
was available at March 31, 2002.

In figcal 2002, a line of credit of $5.6 million was established to finance the construction of a new facility in
Leiden, the Netherlands. The borrowings accrue interest at EURIBOR plus 0,75% and are secured by the new facility
and other assets in the Netherlands. $4.8 million was outstanding and $.8 million was available under this line
at March 31, 2002. The line of credit provides for conversion to a term loan at prevailing interest rates when
construction of the new facility is completed.

At March 31, 2002, the total of short-term borrowings under all lines of credit was $9.5 million and the weighted-
average interest rate was 4.10%. The total amount of additional borrowings available to the Company under all
lines of credit was $21.1 million and $12.1 million at March 31, 2002 and 2001, respectively. At March 31, 2001,
$16.6 million was outstanding under these lines of credit at a weighted average borrowing rate of 5.96%.

s bttt N 0
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Since 1895, the Company has paid a quarterly cash dividend of $.025 per share. On February 13, 2001, the Board of
Directors approved an increase in the quarterly cash dividend to $.03 per share, an increase of 20%. At the current
rate of $.12 per year, the aggregate annual dividend would equal approximately $2.8 million. It is the Company’s
intent to continue to pay dividends for the foreseeable future subject to among other things, Board approval, cash
availability and alternative cash needs. The $25M Credit Agreement limits the aggregate amount of dividends
payable in any year to one-half of the net income of the preceding year.

On May 6, 2002, the Company announced that it had completed the acquisition of the urology business of Portex Ltd.,
a subsidiary of Smiths Group plc. The acquired business manufactures and markets incontinence and ostomy products
primarily for the home healthcare market. The cash consideration paid for Portex Ltd. was $10.5 million from
available cash balances.

The following table summarizes contractual cash and other commercial commitments at March 31, 2002:

LESS THAN 1-3 4-5 AFTER S
{IN THOUSANDS) TOTAL 1 YEAR YEARS YEARS YEARS

CONTRACTUAL CASH OBLIGATIONS

Operating leases $ 40,668 $ 3,971 S 12,138 $ 7,691 S 16,868
Total Contractual Cash Obligations § 40,668 $ 3,971 $ 12,138 S 7,691 $ 16,868
COMMERCIAL COMMITMENTS
Lines of credit $ 8,470 $ 9,470 $ - $ - $ -
Guarantees 5,300 5,300 - - -
Other commercial commitments 18,355 4,675 11,151 700 1,829
Total Commercial Commitments $ 33,125 $ 19,445 S 11,151 $ 700 $ 1,829

In addition the Company, in the ordinary course of business, has at any one time, purchase orders for raw materials
and other supplies, which may in aggregate be significant but for which usage does not exceed one year.

The Company’s principal source of liquidity at March 31, 2002 consisted of $75 million in cash, cash equivalents
and short-term marketable securities, plus $21 million available under the existing lines of credit, The Company
believes that funds generated from operations, its cash, cash equivalents and marketable securities and funds
available under its line of credit agreements will be adequate to meet its working capital needs and capital
expenditure investment requirements and commitments for at least the next 12 months. However, it is possible that
the Company may need to raise additional funds to finance its activities beyond the next 12 months or to consummate
acquisitions of other business, products or technologies. Additional funds could be raised by selling equity or
debt securities to the public or to selected investors, or by borrowing money from financial institutions. In
addition, even though the Company may not need additional funds, it may still elect to sell additional equity or
debt securities or obtain credit facilities for other reasons. The Company may not be able to obtain additional
funds on terms that would be favorable to our shareholders and the Company, or at all. If additional funds are
raised by issuing additional equity securities or convertible debt securities, the ownership percentage of
exlsting shareholders would be reduced. In addition, the equity or debt securities issued by the Company may
have rights, preferences or privileges senior to those of the Company’s common stock.

ACTOR T MAY AFF UTURE ULTS OF OPERATION

Except for the historical information contained herein, the matters discussed in this Management’s Discussion
are forward-looking statements, the accuracy of which is necessarily subject to risks and uncertainties, Actual
results may differ significantly from the discussion of such matters in the forward-looking statements.

Due to the nature of the Company’s products and business, the Company has been and will be involved in various legal
actions arising in the course of business, some of which involve product liability and intellectual property
claims. With respect to product liability issues, the litigation and regulatory risks will continue to exist even
with respect to those products that have received or in the future may receive regulatory approval for commercial
sale, It is possible that adverse results arising from product liability or intellectual property actions, as well
as adverse results arising from regulatory or administrative proceedings, could negatively affect the Company’s
future results of operations.
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The Company has been and may be in the future the subject of negative publicity, which can arise from various
sources, ranging from the news media to legislative and regulatory investigations. There can be no assurance that
such negative publicity will not result in a material adverse effect on the Company’s future financial position,
its results of operations or the market price of its stock. In addition, significant negative publicity could
result in an increase in product liability claims.

The Company’s products, development activities and manufacturing processes are subject to extensive and rigorous
regulation by the FDA. The FDA regulates the introduction, manufacturing, labeling and record-keeping procedures
for medical devices. The process of obtaining marketing clearance and approval froem the FDA for new products and
existing products can be time-consuming and expensive, and there is no assurance that such clearances or approvals
will be granted or that FDA review will not involve delays that would adversely affect the Company’s ability to
commercialize additional products or additional applications for existing products. In addition, certain of the
Company’s products that are in the research and development stage may be subject to a lengthy and expensive
pre-market approval process with the FDA. Product approvals by the FDA can also be withdrawn due to failure to
comply with regulatory standards or the occurrence of unforeseen problems following initial approval. The FDA could
also limit or prevent the marufacture or distribution of the Company’s products and has the power to require the
recall of such products. The FDA regulations depend heavily on administrative interpretation, and there can be no
assurance that future interpretations made by the FDA or other regulatory bodies will not adversely affect the
Company. The FDA, various state agencies and foreign regulatory agencies inspect the Company and its facilities
from time to time to determine whether the Company is in compliance with various regulations including manufacturing
practices, validation, testing, quality control, product labeling, and reporting. The FDA also reviews promotional
materials for compliance with requirements, A determination that the Company is in violation of such regulations
could lead to imposition of penalties, product recalls, consent decrees, product seizures, civil penalties,

or prosecution.

As a manufacturer of medical devices, the Company’s manufacturing processes and facilities are subject to regulation
and review by international regulatory agencies for products sold internationally. The Company has obtained a

CE mark (CE marking indicates conformity to the Medical Device Directives) for its products sold in Europe by
demonstrating compliance with the ISO 9001, EN46001 and ISC13485 international quality system standards. Medical
device laws and regulations are also in effect in some of the other countries to which the Company exports its
products. These range from comprehensive device approval requirements for some or all of the Company’s medical
device products to requests for product data or certifications. Failure to comply with these internaticnal regulatory
standards and requirements could affect the Company’s ability to market and sell its products in these markets and
have a significant negative impact on sales and results of operations.

A significant portion of the Company’s product sales are sold to health care providers whose costs are reimbursed
by third-party payers including the Medicare and Medicaid programs and private payers, such as group health
insurance programs and managed care plans. The Company’s products are sold principally to hospitals, physicians,
home health care suppliers, and others that receive reimbursement for the products and services they provide from
these third-party payers. As a result, demand for the Company’s products is dependent in part on the coverage and
reimbursement policies of these third-party payers. The Company’s product revenue and results of operations could
be affected negatively if third-party payers discontinue or limit reimbursement for use of the Company’s products,
or if other treatment options are perceived to be more profitable.

Each of the Company’s major business segments operates its manufacturing, warehousing and research and development
activities in a single facility. While the Company has some limited protection in the form of basic insurance
coverage, the Company’s operating results and financial condition would be materially adversely affected in the
event of a fire or similar catastrophe.

s
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The following discussion about the Company’s market risk disclosures involves forward-looking statements. Actual
results could differ materially from those projected in the forward-locking statements. The Company is exposed to
market risk related to changes in interest rates and foreign exchange rates. The Company generally does not use
derivative instruments.

The Company maintains a portfolio of highly liquid cash equivalents, with maturities of three months or less from
the date of purchase. The Company alsc has current marketable securities, consisting primarily of municipal bonds
and commercial paper that are of limited credit risk and have contractual maturities of less than two years. Given
the short-term nature of these investments, the Company is not subject to significant interest rate risk.

A portion of the Company’s operations consists of sales activities in foreign markets. The Company manufactures
its products primarily in the United States and Europe and sells them outside the U.S. through a combination of
international distributors and wholly owned sales offices. Sales to third-party distributors and to the wholly
owned sales offices are transacted in U.S. dollars or in Euros. The sales offices invoice their customers in their

local currency.

As a result, the Company’s financial results could be significantly affected by factors such as changes in foreign
currency exchange rates or weak economic conditions in those foreign markets. The principal exposure on sales to
third-party distributors stems from the potential for weak economic conditions in the foreign market, thus weakening
the foreign currency, decreasing the customer’s buying power and potentially decreasing the Company’s sales. The
Company’s exposure on sales to its subsidiaries consists of (1) the exposure related to a weakening local currency
when payment of the related payables are made resulting in more local currency to pay off the U.§. denominated
payable than when it was originally recorded, thus lowering the subsidiaries’ earnings, and (2) the exposure that
upon translation of the subsidiaries’ monthly financial statements, a weakening local currency would cause sales
made in local currency to be recorded in a lower amount of U.S. dollars than if the currency had been stable as
compared to the U.S. dollar. However, in the latter instance, operating expenses would also be translated at lower
amounts and, accordingly, the effect on net income would be mitigated. The Company does not currently hedge any

of these exposures.
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REPORT OF ERNST & YOUNG LLP,

INDEPENDENT AUDITORS

BOARD OF DIRECTORS AND SHAREHOLDERS
MENTOR CORPORATION

We have audited the accompanying consolidated balance sheets of Mentor Corporation as of March 31, 2002 and 2001,
and the related consolidated statements of income, changes in shareholders’ equity and cash flows for each of the
three years in the periocd ended March 31, 2002. Our audits also included the financial statement schedule listed in
the Index at Item 14(a). These financial statements and schedule are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements and schedule based on our audits,

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Mentor Corporation at March 31, 2002 and 2001, and the consolidated results of its operations
and its cash flows for each of the three years in the period ended March 31, 2002, in conformity with accounting
principles generally accepted in the United States. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly in all material
respects the information set forth therein.

St + MLLP

Los Angeles, California
May 13, 2002
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CONSOLIDATED

BALANCE SHEETS

UEARS ENDED MARCH 31, (IN THOUSANDS)

2002

2001

ASSETS

Current assets:
Cash and cash equivalents $ 60,398 $ 63,854
Marketable securities 14,106 584
Accounts receivable, net of allowance for doubtful accounts

of $3,870 in 2002 and $3,578 in 2001 64,786 57,427
Inventories 47,404 46,721
Deferred inccme taxes 11,950 10,116
Prepaid expenses and other 12,488 9,331

Total current assets 211,132 188,033
Property and equipment, net 54,656 51,149
Intangible assets, net 37,588 37,773
Goodwill, net 9,155 6,547
Long-tern marketable securities and investments 11,752 5,704
Other assets 353 1,631
$ 324,636 $ 290,837
LIABILITIES AND SHAREHOLDERS® EQUITY
Current liabilities:
Account payable and accrued liabilities $ 70,423 $ 35,246
Income taxes payable 3,979 2,992
Dividends payable 704 710
Short-term bank borrowings 9,470 16,624
Total current liabilities 84,576 75,572
Deferred income taxes 3,008 8,268
Long-term accrued liabilities 12,873 10,691
Commitments and contingencies
Shareholders’ equity:
Common Stock, $.10 par value:

Authorized ~ 50,000,000 shares; Issued and outstanding —

23,472,952 shares in 2002;

23,671,770 shares in 2001; 2,347 2,367
Capital in excess of par value - 7,625
Accumulated other comprehensive income (loss) {6,487) (4,282)
Retained earnings 228,318 180,596

224,178 196,306
$ 324,636 $ 290,837

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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CONSOLIDATED

STATEMENTS OF INCOME

YEAR ENDED MARCH 31, (IN THOUSANDS, EXCEPT PER SHARE DATA} 2002 J 2001 | 2000
Net sales 321,062 268,894 s 249,345
Costs and expenses:
Cost of sales 130,455 104,696 94,658
Selling, general, and administrative 111,285 100,379 98,555
Research and development 21,806 19,632 16,701
Restructuring charge - 2,400 -
263,546 227,107 209,914
Operating income 57,516 41,787 39,431
Interest expense (859) (276) (34)
Interest income 2,217 4,209 2,982
Other income, net 342 829 10
Income from continuing operations before income taxes 59,216 46,549 42,389
Income taxes 17,396 14,731 13,5863
Income from continuing operations 41,820 31,818 28,826
Income from discontinued operations, net of income taxes - 260 7,713
Net income 41,820 32,078 $ 36,539
Basic earnings per share:
Continuing operations 1.77 1.35 $ 1.18
Discontinued operations - 0.01 0.32
Basic earnings per share 1.77 1.36 $ 1.50
Diluted earnings per share:
Continuing operations 1.71 1.32 $ 1.16
Ciscontinued operations - 0.01 0.30
Diluted earnings per share 1.71 1.33 $ 1.46

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS,
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CONSOLIDATED STATEMENTS OF CHANGES IN

SHAREHOLDER'S EQUITY

ACCUMULATED
COMMON COMMON CAPITAL | OTHER
SHARES §TOCK IN EXCESS COMPREHENSIVE RETAINED
(IN THOUSANDS? OUTSTANDING $.10 PAR VALUE OF PAR VALUE INCOME (LOSS) EARNINGS TOTAL
BALANCE MARCH 31, 1999 24,549 $ 2,455 $ 21,502 (261) $ 134,922 $ 158,618
Comprehensive income:
Net income - - - - 36,539 36,539
Foreign currency
translation adjustment - - - (1,553) - (1,553)
Unrealized gain on
investments - - - 4,137 - 4,137
Comprehensive income 3%,123
Exercise of stock options 572 57 5,608 - - 5,665
Income tax benefit arising
from the exercise of
stock options - 2,077 - - 2,077
Repurchase cf common stock (912) (91} (19,311) - - (19,402)
Dividends declared
($.10 per share) - - - - (2,439) (2,439)
BALANCE MARCH 31, 2000 24,208 $ 2,421 $ 3,876 2,323 $ 169,022 $ 183, 642
Comprehensive income:
Net income - - - - 32,078 32,078
Foreign currency
translation adjustment - - - (2,217) - (2,217}
Unrealized loss on
investments - - - (4,388) - (4,388)
Comprehensive income 25,473
Exercise of stock options 286 29 2,458 - - 2,487
Issuance of common stock
in acquisition of
intangible assets 435 43 3,079 - - 3,122
Issuance of common stock
in acquisition of South
Bay Medical LLC 235 24 3,976 - - 4,000
Income tax benefit arising
from the exercise of
stock options - - 2,133 - - 2,133
Repurchase of common stock (1,493) {150) {19,897) - {8,022} (28,069)
Dividends declared
(5.105 per share) - - - - (2,482) (2,482)
BALANCE MARCH 31, 2001 23,672 $ 2@67 $ 7,625 (4,282) 5 180,596 S 196,306
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CONSOLIDATED STATEMENTS OF CHANGES IN

SHAREHOLDER'S EQUITY (CONTINUED)

ACCUMULATED
coMMaN COMMON CAPITAL OTHER
SHARES sTock IN EXCESS COMPREHENSIVE RETAINED
(IN THOUSANDS) OUTSTANDING $.10 PAR VALUE OF PAR VALUE INCOME (LOSS) EARNINGS TOTAL
Comprehensive income:
Net income - - - - 41,820 41,820
Foreign currency
translation
adjustment - - - (2,015) - (2,019)
Unrealized loss on
investments - - - {190) - (190)
Comprehensive income 39,615
Exercise of stock options 533 53 6,777 - - 6,830
Income tax benefit arising
from the exercise of
stock options - - 2,975 - - 2,975
Repurchase of common stock {732) (73) (17,377) - (1,265) (18,715)
Dividends declared
($.12 per share) - d - - (2,833) (2,833)
BALANCE MARCH 31, 2002 23,473 S 2,347 $ - $ (6,487) $ 228,318 $ 224,178

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS,
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|

CONSOLIDATED STATEMENTS OF

CASH FLOWS

YEAR ENDED MARCH 31, {IN THOUSANDS} , 2002 r 2001 [ 2000

CASH FROM OPERATING ACTIVITIES:

Income from continuing operations 3 41,820 $ 31,818 $ 28,826
Adjustments to derive cash flows from continuing
operating activities:

Depreciation 9,982 8,528 7,760
Amortization 3,866 1,812 373
Deferred income taxes (4,789} (1,438) 529
Tax benefit from exercise ¢of stock cptions 2,975 2,133 2,077
Loss (gain) on sale of assets 456 (64) 401
Imputed interest on leng-term liabilities 512 - -
(Gain) loss on long-term marketable securities and investment
write-downs, net 301 (1,142) (134)
Changes in operating assets and liabilities:
Accounts receivable (8,366) 2,144 (7,879)
Inventories and other current assets (5,338) (3,063) {5,645)
Accounts payable and accrued liabilities 16,025 3,173 11,631
Income taxes payable 997 (1,810) {4,994)
Net cash provided by continuing operating activities 58,431 42,091 33,545
Net cash provided by (used for) discontinued operating activities - 2560 (8,557)
Net cash provided by operating activities 58,431 42,351 24,988

CASH FROM INVESTING ACTIVITIES:

Purchases of property and equipment (15,094) (7,457) (8,195)
Purchases of intangibles (166) (2,710} (2,240)
Purchases of marketable securities {161,200) {75,552) (50, 715)
Sales of marketable securities 140,329 129,870 3,757
Acquisitions, net of cash acquired (4,347) {32,896) -
»Other, net (46) {56} (1,028}
Net cash (used for) provided by continuing investing activities (40,524) 11,199 (59,421)
Net cash provided by discontinued investing activities - - 59,392
Vet cash (used for) provided by investing activities (40,524) 11,198 29

CASH FROM FINANCING ACTIVITIES:

Repurchase of common stock (18,715) (28,069) (19,402}
Proceeds from exercise of stock options 6,830 2,487 5,665
Dividends paid (2,839) (2,380) (2,442)
Borrowings under line of credit agreements 6,825 18,953 -
Repayments under line of credit agreements (13,372) {6,000) (4,000
Net cash used for financing activities (21,271) (14,009) (20,179
Effect of currency exchange rates on cash and cash equivalents (92) - -~
Increase (decrease) in cash and cash equivalents (3,456) 39,541 4,780
Cash and cash eguivalents at beginning of year 63,854 24,313 19,533
Cash and cash equivalents at end of year $ 60,398 $ 63,854 $ 24,313

SUPPLEMENTAL CASH FLOW INFORMATIQN
Cash paid during the year for:
Income taxes $ 18,945 $ 14,008 $ 8,365
Interest $ 645 $ 152 $ 51

SUPPLEMENTAL NON-CASH INVESTING AND FINANCING ACTIVITIES

Issuance of common stock in acquisition of South Bay Medical $ - $ 4,000 $ -
Issuance of common stock in acquisition of intangible assets $ - $ 8,122 $ -
Liabilities accrued related to the acquisition of intangible assets $ 2,685 s 10,720 S -

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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NOTES

TO CONSOLIDATED FINANCIAL STATEMENTS MARCH 31, 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

B Tl

Mentor Corporation was incorporated in April 1969. The Company develops, manufactures and markets a broad range

of products for the medical specialties of plastic and general surgery and urclogy. The Company’s products are sold
to hospitals, physicians and through various health care dealers, wholesalers, and retail outlets. The results of
operations for the discontinued ophthalmic segment of the business are presented as discontinued operations and
not included in continuing operations.

PRINCIPLES OF CONSOLIDATION

0 The consolidated financial statements include the accounts of the Company and all of its subsidiaries in which

a controlling interest is maintained. For those subsidiaries where the Company owns less than 100%, the outside
I shareholders’ interests are treated as minority interests. All intercompany accounts and transactions have been
eliminated. Certain prior year amounts in previously issued financial statements have been reclassified to
conform to the current year presentation. Financial information presented in the Notes to Consolidated Financial
Statements excludes discontinued operations, except where noted.

SH EQUIVALE| M BLE SEC! S, AND LONG-T A AB CURITIES AND INVESTME

All highly liquid investments with maturities of three months or less at the date of purchase are considered to be
i cash equivalents.

The Company considers its marketable securities available-for-sale as defined in SFAS No. 115, “Accounting for
Certain Investments in Debt and Equity Securities.” Realized gains and losses and declines in value considered to be
other than temporary are included in income. The cost of securities sold is based on the specific identification
method, For short-term marketable securities, there were no material realized or unrealized gains or losses nor any
material differences between estimated fair values, based on quoted market prices, and the costs of securities in
the investment portfolio as of March 31, 2002 and 2001. Short-term investments, except auction rate securities,
mature between three months and one year from the purchase date. The Company’s short-term marketable securities
consist primarily of U.S., state and municipal government obligations auction rate securities, and investment
grade corporate obligations including commercial paper. Auction rate securities carry interest or dividend rates
that reset every 28 days but have contractual/maturities of greater than one year.

The Company’s long-term marketable securities and investments include investments in Federal Home Loan Bank and
Mortgage Association bonds (FHLA bonds) with maturities of two to four years. During fiscal 1998, the Company made
a $6 million equity investment in Intracel Corporation as part of an agreement to develop a bladder cancer treatment.
The investment was valued at cost as quoted market prices were not available., During fiscal 2000, the Company
recorded a $3 million charge to other income related to the investment. In September 2001, Intracel filed for
protection under Chapter 11 of the Bankruptcy Code. After evaluation of the filing, the Company recorded an
additional $3 million write-down as a charge to other income in the quarter ending December 31, 2001, As a result
of these two write-downs, the investment in Intracel is now recorded at no value. The Company recorded a one-time
gain in other income for the quarter ending December 31, 2001 upon the receipt of 350,000 shares of Paradigm in
settlement of a stock registration dispute. The shares were valued at $700, 000 based upon the quoted price on the
date received.

i During the year ended March 31, 2002, the Company sold a portion of its NASI and Paradigm securities and realized
a pre-tax gain of $1.3 million, which is reflected in other income, net.
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Available-for-sale investments at March 31, 2002 were as follows:

GROSS GROSS ESTIMATED
ADJUSTED UNREALIZED UNREALIZED FAIR
(IN THOUSANDS) cosT GAINS LOSSES VALUE
Cash balances $ 11,417 - - 11,417
Bank time deposits 1,175 - - 1,175
Money market mutual funds 48,981 - - 48,981
Marketable equity securities 2,076 774 - 2,850
U.5., State and Municipal agency obligations 21,653 - (98) 21,555
Corporate debt securities 278 - - 278
Investment in Intracel - - - -
Total available-for-sale ipvestments S 85,580 774 (98) 86,256
Included in cash and cash equivalents $ 60,338 - - 60,398
Included in current marketable securities 14,106 - - 14,106
Included in long-term marketable
securities and investments 11,076 774 {98} 11,752
Total available-for-sale investments $ 85,580 774 (98) 86,256
Available-for~-sale investments at March 31, 2001 were as follows:
GROSS GROSS ESTIMATED
ADJUSTED UNREALIZED UNREALIZED FAIR
(IN THOUS ANDS) cosT GAINS LOSSES VALUE
Cash balances $ 24,308 - - 24,309
Bank time deposits 25 - - 25
Money market mutual funds 9,545 - - 9,545
Marketable ecuity securities 1,737 1,339 (372) 2,704
U.S., State and Municipal agency obligations 284 - - 284
Corporate debt securities 30,275 - - 30,275
Investment in Intracel 3,000 - - 3,000
Total available-for-sale investments $ 68,175 1,339 {372) 70,142
Included in cash and cash equivalents $ 63,854 - - 63,854
Included in current marketable securities 584 - - 584
Included in long-term marketable
securities and investments 4,737 1,339 {372) 5,704
Total available-for-sale investments $ 69,175 1,339 (372) 70,142

CONCENTRATIONS AND CREDIT RISK

fiscal year.

The Company obtains certain raw materials and compenents for a number of its products from single suppliers. In
most cases the Company’s sources of supply could be replaced if necessary without undue disruption, but it is
possible that the process of qualifying new materials and/or vendors for certain raw materials and components
could cause a material interruption in manufacturing or sales. No material interruptions occurred during the last

L The Company grants credit terms in the normal course of business to its customers, primarily hospitals, doctors
and distributors. The Company performs ongoing credit evaluations of its customers and adjusts credit limits based
upon payment history and the customer’s current credit worthiness, as determined through review of their current
credit information. The Company continuously monitors collections and payments from customers and maintains
allowances for doubtful accounts for estimated losses resulting from the inability of its customers to make

required payments, Estimated losses are based on historical experience and any specific customer collection issues
identified. Bad debts have been minimal. The Company does not normally reguire collateral or other security to
support credit sales. No customer accounted for more than 10% of the Company’s revenues or accounts receivable

balance for any periods presented.
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REVENUE RECOGNITION

In the United States and in those countries where the Company has sales offices, the Company employs specialized ;
direct sales employees. The Company also markets its products through distributors in those countries where it :
does not have a sales office or for certain products, particularly its disposable incontinence products, through a i
domestic network of independent hospital supply dealers and healthcare distributors and through retail pharmacies.

M The Company recognizes product revenue, net of discounts, returns, and rebates in accordance with SFAS 48, “Revenue

M Recognition When the Right of Return Exists,” and SAB No. 101. As required by these standards, revenue can be :

: recorded when persuasive evidence of a sales arrangement exists, delivery has occurred, the buyer’s price is fixed i
or determinable, contractual obligations have been satisfied, and collectibility is reascnably assured. These
reguirements are met, and sales and related cost of sales are recognized primarily upon the shipment of products, ‘;:
or in the case of consignment inventories, upon the notification of usage by the customer. The Company records
estimated reductions to revenue for customer programs and other volume-based incentives. Should customer
participation in these programs exceed that estimated by the Company, additional reductions to revenue may be
required. The Company also allows credit for products returned within its policy terms. The Company records an
allowance for estimated returns, based on historical experience, recent gross sales levels and any notification
of pending returns, at the time of sale. Should the actual returns exceed those estimated by the Company,
additional reducticns to revenue and cost of sales may be required.

INVENTORIES

Inventories are stated at the lower of cost or market, cost determined by the FIFOmethod. The Company writes
down its inventory for estimated obsolescence or unmarketable inventory equal to the difference between the cost
of inventory and the estimated market value based upon assumptions about future demand and market conditions.

PROPERTY AND EQUIPMENT

Property and equipment is stated at cost. Depreciation is based on the useful lives of the properties and computed
using the straight-line method. Buildings are depreciated over 30 years, furniture and eguipment over 3 to 10
years and leasehold improvements over the shorter of their estimated remaining lives or lease term. Significant
improvements and betterments are capitalized while maintenance and repairs are charged to operations as incurred.

INTANGIBLE ASSETS AND GOODWILL

Intangible assets consist of values assigned to patents, licenses and trademarks. These are stated at cost less
accumulated amortization and are amortized over their economic useful life ranging from 3 to 20 years using the
straight-line methed. Accumulated amortization of intangibles was $3,090,000 at March 31, 2002 and $5,564,000 at
March 31, 2001. The excess purchase cost over fair value of net identifiable assets acquired, goodwill, has been
amortized on a straight-line basis over 15 to 40 years. Accumulated amortization of goodwill was $2,127,000 at
March 31, 2002 ang $1,882,000 at March 31, 2001. The Company assesses on an ongoing basis the recoverability of
goodwill and intangibles based on estimates of future undiscounted cash flows for the applicable business compared
to net book value. If the future undiscounted cash flow estimates were less than net book value, then the net book
value would then be reduced to fair value based on an estimate of discounted cash flow.

INCOME TAXES

Deferred income taxes are provided on the temporary differerces between income for financial statement and tax ) T N
purposes. The Company has not recorded a valuation allowance on its deferred tax assets as management believes
that it is more likely than not that all deferred tax assets will be realized.

STOCK BASED COMPENSATION

SFAS No. 123 (“SFAS 123"}, “Accounting for Stcck-Based Compensaticn,” encourages but does not require companies
to record compensation expense for stock options at fair value. The Company has chosen to continue to account for
: stock opticns using the intrinsic value method prescribed in Accounting Principles Board Opinion No. 25 (“APB

i Opinion 25”), “Accounting for Stock Issued to Employees,” and related interpretations. Accordingly, the Company
has provided pro forma disclosures of the earnings per share as determined under the provision of SFAS 123.
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ADVERTISING EXPENSES

The Company expenses media advertising costs as incurred or where applicable, upon first showing. Advertising
expenses for $1.4 million, $3.3 million and $7.2 million in 2002, 2001, and 2000, respectively. There were no
significant capitalized advertising costs as of March 31, 2002, 2001 and 2000.

FOREIGN OPERATIONS

Export sales to independent distributors, principally to Canada and Western Europe, were $12,227,000, $14,175,000
and $16,121,000 in 2002, 2001 and 2000, respectively. In addition, $88,572,000, $44,182,000 and $33,241,000 of
sales in 2002, 2001 and 2000, respectively, were from the Company’s direct international sales offices primarily
in Canada and Western Europe. Income before income taxes for foreign operations was $8,099,000, $6,384,000 and
$6,416,000 for fiscal 2002, 2001 and 2000, respectively.

FOREIGN CURRENCY TRANSLATION

The financial statements of the Company’s non-U.S. subsidiaries are translated into U.S. dollars in accordance
with SFAS No. 52, “Foreign Currency Translation.” The assets and liabilities of certain non-U.S. subsidiaries
whose “functional” currencies are other than the U.S. Dollar are translated at current rates of exchange. Revenue
and expense items are translated at the average exchange rate for the year. The resulting translation adjustments
are recorded directly into accumulated other comprehensive income {loss). Transaction gains and losses, other
than intercompany debt deemed to be of a long-term nature, are included in net income in the period they occur.
Transaction exchange gains and losses were immaterial in 2002, 2001 and 2000. The Company’s use of derivatives

is not significant and is only on a limited basis.

DERIVATIVE INSTRUMENTS

The Company accounts for derivative instruments and hedging activities in accordance with SFAS No. 133 (“SFAS
133”), “Accounting for Derivative Instruments and Hedging Activities.” SFAS 133 requires all derivatives to be
recorded as assets or liabilities at fair value. Changes in derivative fair values will either be recognized in
earnings, offset against changes in the fair value of the related hedged assets, liabilities and firm commitments
or, for forecasted transactions, recorded as a component of accumulated other comprehensive income in shareholders’
equity until the hedge transactions occur and are recognized in earnings. The Company’s use of derivatives is not
significant and is only on a limited basis.

EFFECTS OF RECENT ACCOUNTING PRONOUNCEMENTS

In June 2001, the FASB issued $FAS No. 141, “Business Combinations,” and SFAS 142. Under SFAS 142, goodwill will
no longer be amortized but will be subject to annual impairment tests. Other intangible assets, except those with
indefinite lives, will continue to be amortized over their useful lives. These standards were effective for
acquisitions made after June 30, 2001 and will be effective for the Company on April 1, 2002 for acquisitions made
prior te June 30, 2001,

The absence of goodwill amortization is expected to result in an increase in pretax income of approximately
$730,000 ($0.02 per diluted share) in fiscal 2003. The Company will perform the first of the impairment tests of
goodwill as of April 1, 2002 and has not yet determined what effect the outcome of these tests will have on the
Company’s financial statements. Impairment tests of goodwill will be performed annually thereafter.

In August 2001, the FASB issued SFAS No. 144 (“SFaS 1447), “Accounting for the Impairment or Disposal of Long-Lived
Assets.” SFAS 144 supersedes SFAS No. 121 (“SFAS 1217), “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of.” SFAS 144 retained substantially all of the requirements of SFAS 121 while
resolving certain implementation issues. SFAS 144 is effective for fiscal years beginning after December 15, 2001,
with early application encouraged. The Company will adopt SFAS 144 beginning in the quarter ending June 30, 2002
and is currently evaluating the impact of the adoption of SFAS 144.

USE OF ESTIMATES

Financial statements prepared in accordance with accounting principles generally accepted in the United States
require management to make estimates and judgments that affect amounts and disclosures reported in the financial
statements. Actual results could differ from those estimates.




NOTE B - INVENTORIES

Inventories at March 31 consisted of:

MENTOR CORPORATION

,YEAR ENDED MARCH 33, 1IN THOUSANDS) J zouz] 2001
Raw materials $ 10,194 $ 7,212
Work in process 9,808 9,564
Finished goods 27,302 29,845

$ 47,404 $ 46,721
NOTE C - PROPERTY AND EQUIPMENT
Property and equipment at March 31 consisted of:

{vuu ENDED MARCH 31, {IN THOUSANDS) r zocﬂ "’ﬂ
Land $ 428 $ 405
Buildings 14,601 14,350
Leasehold improvements 24,030 17,580
Furniture, fixtures and equipment 63,860 60,143
Construction in progress 6,032 4,200

108,952 96,678
Less accumulated depreciation and amortization (54,296) (45,529)
$ 54,656 S 51,149

NOTE D - OTHER COMPREHENSIVE INCOME

Other comprehensive income includes the net change in unrealized gains (losses) on available-for~sale securities

as follows:
YEAR ENDED MARCH 31, (IN THOUSANDS] 2002] 2001 | 2000
Unrealized gains (losses) arising during period,

net of taxes of $347, (51,963) and $3,257,

respectively 641 S (3,6486) $ 6,043
Reclassification adjustments for gains realized in net

income, net of taxes of 5448, $400 and $1,026,

respectively (831) (742) (1,906
Change in net unrealized gains (losses) on securities (190) S {4,388) $ 4,137
Accumulated other comprehensive income which is included in the
Company’s shareholders’ equity at March 31 consisted of:
YEAR ENDED MARCH 21, {IN THOUSANDS) T zoﬂ za(ﬂ
Net unrealized gains on securities 3 439 $ 629
Foreign currency translation adjustments (6,926) {4,9811)
Accumulated other comprehensive income (loss) $ 6,487 $ (4,282)
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NOTE E - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES AND LONG-TERM ACCRUED LIABILITIES

Accounts payable and accrued liabilities at March 31 consisted of:

[ THousanDs) 1 2002 | 2001
Trade accounts payable S 17,558 $ 14,731
Warranty and related reserves 16,252 12,062
Accrued cempensation 15,129 11,062
Sales returns 7,806 4,913
Current portion of purchase price related to acquired technologies and acquisitions 4,675 3,675
Accrued royalties 637 1,150
Other 8,366 7,653

$ 70,423 $ 55,246

Long-term accrued liabilities at March 31 consisted of:

(IN THOUSANDS) [ 2002 | 2001

Accrued acquisition liabilities - Scuth Bay Medical $ 7,517 $ 7,045
Accrued acquisition liabilities - ProSurg, Inc. 1,726 -
Deferred compensation 3,578 3,599
Qther 51 47

$ 12,873 3 10,691

NOTE F - SHORT-TERM BANK BORROWINGS

CREDIT AGREEMENT

As of March 31, 2001 and 2002, the Company had a secured line of credit (“$25M Credit Agreement”), for borrowings
up to $25 million, which accrue interest at the prevailing prime rate or at a mark-up over LIBOR at the Company’s
discretion. The $25M Credit Agreement includes certain covenants that, among others, limit the dividends the
Company may pay and requires maintenance of certain levels of tangible net worth and debt service ratios. In
February 2001, the Company borrowed $14.1 million under the $25M Credit Agreement at an effective interest rate of
6.4% annually, to partially fund its acquisition of Porgés S.A. In May 2001, the Company repaid the $14.1 million
borrowing under the $25M Credit Agreement. However, during fiscal year 2002, the Company used the $25M Credit
Agreement to guarantee the secured loan of a vendor to facilitate the ramp up of production capacity related to

a new product in the amount of $5.3 million. Accordingly, although there were no borrowings outstanding under the
$25M Credit Agreement at March 31, 2002, only $19.7 million was available for additional borrowings.

FOREIGN LINES OF CREDIT

In addition, in February 2001, several lines of credit were established at a local level to facilitate operating
cash flow needs at our foreign subsidiaries. These lines are at market rates of interest, unsecured, guaranteed by
Mentor Cerporation and total $5.0 million and $3.7 million at March 31, 2002 and 2001, respectively. Total borrowed
and outstanding under these lines were $4.4 million and $2.5 million at March 31, 2002 and 2001, respectively. The
amount available for additional borrowing was $.6 million and $1.2 million at March 31, 2002 and 2001, respectively.

In fiscal year 2002, a line of credit of $5.6 million to finance the construction of a new facility in the Netherlands
was established. The borrowings accrue interest at EURIBOR plus 0.75% and are secured by the new facility and other
assets in the Netherlands. $4.8 million was borrowed and outstanding under this line at March 31, 2002 and $0.8
million was available for additional borrowings.

Outstanding borrowings under all credit arrangements had a weighted-average interest rate of 4.10% and 5.96% at
March 31, 2002 and 2001, respectively. A total of $21.1 million and $12.1 million was available under the $25M
Credit Agreement and the foreign lines of credit at March 31, 2002 and 2001, respectively.
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NOTE G - STOCK OPTIONS

The Company has granted options to key employees and non-employee directors under its 2000 Plan and 1991 Plan.
Options granted under both plans are exercisable in four equal annual installments beginning one year from the date
of grant, and expire ten years from the date of grant. Options are granted at the falr market value on the date of
grant. Activity in the stock option plans during fiscal 2002, 2001 and 2000 was as follows:

WEIGHTED

NUMBER OF AVERAGE PRICE

AT MARCH 31 OPTIONS OUTSTANDING SHARES PER SHARE
Balance March 31, 1999 2,378,786 $ 5.04
Granted 613,000 15.84
Exercised (577,659) 10.15
Canceled or terminated {184,750) 15,98
Balanee March 31, 2000 2,230,377 $ 16.12
Granted 1,453,550 16.39
Exercised (286,119) 8.69
Canceled or terminated (523,527} 18.70
Balance March 31, 2001 2,874,281 $ 16.53
Granted 965,750 26.87
Exercised (589,017) 14.81
Canceled or terminated (226,780} 17.88
Balance March 31, 2002 3,014,234 $ 20.0%

At March 31, 2002, the Company had one Plan under which stock options were available, the Amended 2000 Long-term
Incentive Plan (2000 Plan), approved by the Company’s sharsholders on October 19, 2000 and amended by vote of the
shareholders September 14, 2001, At March 31, 2002, the 2000 Plan had options for 192,000 shares granted and
outstanding, and 2,808,000 shares available for grant. The 1991 Plan had options for 2,822,234 shares granted
and outstanding at March 31, 2002. No additional options can be granted under the 1991 Plan.

Information regarding stock options outstanding at March 31, 2002 is as follows:

OPTIONS OUTSTANDING OFTIONS EXERCISABLE 4]
WEIGHTED-
AVERAGE AVERAGE WEIGHTED-
NUMBER OF REMAINING EXERCISE NUMBER OF AVERAGE
PRICE RANGE SHARES CONTRACTUAL LIFE PRICE SHARES EXEAC(SE PRICE
Under $ 17.00 1,485,234 7.04 years $ 14,67 582,571 §12.586
$17.00 to $ 27.00 1,396,500 7.78 years $ 24.82 445,053 $22.01
Over $ 27.00 132,500 7.92 years $29.98 52,500 $ 29.66

At March 31, 2002, 2001 and 2000, stock options te purchase 1,080,124, 1,186,595 and 1,202,852 shares, respectively,
were exercisable at weighted-average prices of $17.28, $16.27 and $13.78, respectively.
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Stock option exercise prices are set at the closing price of the Company’s common stock on the date of grant and the
related number of shares granted is fixed at that point in time. Therefore, under the principles of APB Opinion 25,
the Company does not recognize compensation expense associated with the grant of stock options. SFAS 123 requires
the use of an option valuation model to provide supplemental information regarding options granted after fiscal
1995. Pro forma information regarding net income and earnings per share shown below were determined as if the
Company had accounted for its employee stock options under the fair value method of that statement,

The weighted average fair values of stock option granted were estimated at the date of grant using the Black-Scholes
option valuation model and the following assumptions:

YEAR ENDED MARCH 31, 2002 | 2001 | 2000
Weighted average fair value of stock

options granted s 15.84 $ 10.12 $ 8.67
Risk-free interest rate 4.6% 6.4% 5.5%
Expected life (in years) 7.2 7.5 7.5
Expected volatility 0.550 0.557 0.524
Expected dividend yield 0.4% 0.6% 0.7%

The Black-Scholes option valuation model was develeped for use in estimating the fair value of traded options. The
Company’s employee stock options have characteristics significantly different from those of traded options such as
vesting restrictions and extremely limited transferability. In addition, the assumptions used in option valuation
models are highly subjective, particularly the expected stock price volatility of the underlying stock. Because
changes in these subjective input assumptions can materially affect the fair value estimate, in management’s opinion,
the existing models do not provide a reliable single measure of the fair value of its employee stock options.

For purposes of pro forma disclosure, the estimated fair value of the options is amortized ratably over the
option’s vesting period. The pro forma effect on net income is not representative of the pro forma effect on net
income in future years because compensation expense in future years will reflect the amortization of a larger
number of stock options granted in several succeeding years. The Company’s pro forma infcrmation is as follows
{in thousands, except per share information):

'YEAR ENDED MARCH 31, (IN THOUSANDS) ] 2002 r 2001 ] zouo]
Net income: as reported $ .41, 820 $ 32,078 $ 36,538
Net income: pro forma S 37,444 S 28,838 $ 33,812
Basic earnings per share: as reported $ 1.77 S 1.36 3 1.50
Basic earnings per share: pro forma $ 1.58 $ 1.22 s 1.39
Diluted earnings per share: as reported $ 1.71 $ 1.33 $ 1.46

Diluted earnings per share: pro forma $ 1,56 $ 1.18 $ 1.36
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NOTE H - INCOME TAXES

Income tax expense from continuing operations consists of the following:

YEAR ENDED MARCH 31, (iN THOUSANDS) 2002 j 2001 } znno}
Current:
Federal $ 17,763 $ 15,605 $ 10,650
Foreign 1,621 1,411 1,036
State 1,617 1,166 1,348
21,001 18,182 13,034
Deferred:
Federal (2,796) (2,936) 521
Foreign (467)
State (342) (515) 8
(3,605) (3,451) 529

$ 17,396 $ 14,731 $ 13,563

The reconciliation of the federal statutory rate to the Company’s effective rate for continuing operations is
as follows:

YEAR ENDED MARCH 31, ! 2002 2001 2000

(=}
o

35.0%

Federal statutory rate 35.0% 35.
Increase (decrease) resulting from:

State taxes net of federal tax benefit 1.4 1.6 1.8
Non-taxable interest and dividends (0.1) (0.1) (0. 1)
: Research and development credit (2.1) (2.1) {2.0)
n g Foreign Sales Corporation/ETI (2.4) (1.0) (1.1}
i Foreign operations (2.5) (2.0) (1.9)
Non-deductible goodwill 0.1 0.1 0.2
Other - 0.1 0.1
29.4% 31.6% 32.0%
Significant components of the Company’s deferred tax liabilities and assets at March 31 are as follows:
YEAR ENDED MARCH 31, (IN THOUSANDS] 2002 | 2001 |
Deferred tax liabilities:
Tax over book depreciation $ (445) $ (1,106)
Unrealized gain on long-term
marketable securities {237) {2,363)
Porgés book over tax basis (3, 680) 4,799)
(4,362) (8,268)
Deferred tax assets:
Book liabilities not deductible for tax 10, 656 9,162
Inventory 890 1,056
Profit in inventory of foreign subsidiaries 1,757 1,260
13,303 11,478
Net deferred tax assets $ 8,941 S 3,210

At March 31, 2002, foreign earnings of $12,510,000 have been retained indefinitely by subsidiary companies for
reinvestment, on which ne U.S. tax has been provided. If repatriated, additional taxes of approximately $4,379,000
on these earnings, net of applicable foreign tax credit carry-forwards, would be due.
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NOTE I - ACQUISITIONS

PORGES S.A.

On February 9, 2001, the Company purchased all of the outstanding shares of Porgés S.A. (“Porgés”) from Sanofi-
Synthélabo. Porgés is a manufacturer of urological products supplying a complete range of products for the urological
surgeon, including diagnostic tools and various devices for surgery and postoperative follow-up. The Company paid
$32 million in consideration for all outstanding shares of Porgés and all of its foreign sales offices.

The acquisition was accounted for using the purchase method of accounting and, accerdingly, the purchase price was
allocated to the tangible and intangible net assets acquired on the basis of their respective fair values on the
acquisition date. The fair value of assets acquired was determined based upon an internal valuation and by using

a combination of methods, including an income approach for the intellectual properties and replacement cost for
tangible assets.

The total purchase price was preliminarily allocated during fiscal year 2001 to tangible assets of $46,224,000,
intangible assets of $4,241,000, customer base of $895,000, workforce-in-place of $1,885,000 and goodwill of
$2,414,000, offset by accrued liabilities of $18,363,000 and deferred income tax liabilities of $4,799,000. In
fiscal year 2002, the Company completed its review and evaluation of the technology and received a purchase price
adjustment of $653,000 upon resolution of certain financial measurements. As a result of the completion of the
Company’s review and purchase price adjustment, the purchase price allocation was adjusted as follows: tangible
assets decreased $656,000 to $45,568,000, goodwill was increased by $1,237,000 to $3,651,000, deferred taxes were
increased by $651,000 to $4,148,000 and workforce-in-place was decreased by $1,885,000 to zero as it has been
included in goodwill.

Goodwill has been amortized over its estimated useful life of 15 years. The other acquired intangible assets are
being amortized over their estimated useful lives of 5 to 15 years. In accordance with SFAS 142, the Company will
no longer amortize goodwill beginning April 1, 2002.

The following unaudited pro forma financial information presents the combined results of continuing operations
of the Company and Porgés as if the acquisition had occurred as of the beginning of each period presented, after
‘giving effect to certain adjustments, including amortization of goodwill and intangible assets.

YEAR ENDED MARCH 31, {IN THOUSANDS EXCEPT PER SHARE AMOUNTS) ’7 2001 2000
Net sales $ 307,674 $ 296,244
Net income $ 31,055 $ 28,051
Pro forma earnings per share:
Basic S 1.31 $ 1.15
Diluted $ 1.28 $ 1.12

The pro forma results are not necessarily indicative of these that would have actually occurred had the
acquisitions taken place at the beginning of the periocds presented.
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SOUTH BAY MEDICAL LLC

On January 19, 2001, the Company purchased the assets of South Bay Medical LLC (South Bay}, a company focused on
the development of a new computer-based workstation and automated cartridge-based needle loading system for use in
brachytherapy procedures. The acquisition was accounted for as a purchase with the results of operations included
in the Company’s financial statements from the date of acquisition. Pro forma results for fiscal 2001 and 2000,
assuming the acquisition occurred at the beginning of the periced, would not be materially different from the
results reported. The Company paid $2,000,000 in cash and issued restricted common stock valued at $4 million on
the date of purchase. Additional purchase price payments will be made to South Bay over the next several years as
the workstation sales are made. The net present value of these amounts is recorded at March 31, 2002, in accrued
liabilities ($3,675,000) and in long-term accrued liabilities ($7,04%,000) as the Company believes it is probable
these payments will be paid. The purchase price allocation included $16,820,000 allocated to patents and other
intangibles that will be amortized over a period not to exceed 15 years using the straight~line method. The related
acquisition agreement also provides for certain other contingent amounts to be paid to South Bay which will be
expensed as earned based upon future sales levels.

The majority of the shares of South Bay are owned by individuals, who are now employees of the Company, and their
spouses. These employees have directly berefited from the past payments of cash and common stock to South Bay and
will benefit as future payments are made based on workstation and brachytherapy seed sales. No amounts were paid
in fiscal year 2002.

PARTNERSHIP TECHNOLOGIES

Certain technologies related to the manufacture of mammary prostheses were developed under a 1983 agreement with
a limited partnership whereby the limited partners contributed funds towards the development of the technology in
exchange for payments based upon a percentage of future sales of the products utilizing the technology. The Company
paid to the partnership approximately $2 millicn of these payments in fiscal 2000. The Company was the general
partner for this partnership. The agreement included an option to purchase the technology and thereby terminate
the partnership. During the year ended March 31, 2001, the Company exercised its option to make a lump sum payment
to the limited partners in lieu of all future payments and rights according to the Agreement of Purchase and Sale
between Mentor Corporation and the Partnership, as amended. The limited partners could elect to be paid in cash,
the Company’s common stock, or a combination thereof. This transaction was completed on August 14, 2000. The limited
partners elected to be paid $1 million in cash and 434,000 thousand shares of the Company’s common stock that had
a value of $9 million. As a result of this purchase, the Company recorded an intangible asset of $10 million that
will be amortized using the straight-line method over its estimated useful life of 20 years.

BYRON MEDICAL, INC.

In December 2001, the Company paid $3 million for 51% of the outstanding shares of Byron Medical, Inc. The Company
had previously purchased 4%% of the shares in 1998, and now owns all outstanding shares. The purchase price
allocation included goodwill of $2.1 million and net assets of $%00,000. Byron Medical, Inc. is located in Tucson,
Arizona and specializes in the distribution of liposuction equipment and disposables.

PROSURG, INC.

In December 2001, the Company entered into several agreements with ProSurg, Inc. to acquire certain patent rights
and obtain a source of supply of a bio-absorbable co-polymer for $2 million in cash and an obligation to pay an
additional $3 million upon the achievement of certain milestones. The purchase price was allocated to intangible
assets and a short-term obligation of $1 million was recorded for the first milestone payment and a long-term
obligation of $1.7 million, the net present value of the later milestones, was recorded as the Company believes
it is probable these payments will be paid.
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NOTE J - EARNINGS PER SHARE

A reconciliation of weighted average shares outstanding, used to calculate basic earnings per share, to weighted
average shares outstanding assuming dilution, used to calculate diluted earnings per share, follows:

I YEAR ENDED MARCH 31, (IN THOUSANDS) l 2002 2001 2000}
Weighted average outstanding shares: basic 23,639 23,627 24,384
Shares issuable through exercise of stock options 824 559 700
Weighted average outstanding shares: diluted 24,463 24,186 25,084

Shares issuable through options are determined using the treasury stock method.

Options to purchase 64,767, 1,488,825, and 980,525 shares with exercise prices greater than the average market
prices of common stock were outstanding during the years ended March 31, 2002, 2001 and 2000, respectively. These
options were excluded from the respective computations of diluted earnings per share because their effect would be
anti-dilutive.

NOTE K - COMMITMENTS

The Company leases certain facilities under non-cancelable cperating leases with unexpired terms ranging from 1 to
12 years. Most leases contain renewal options. Rental expense for these leases was $4.1 million, $3.3 million and
$3.6 million for fiscal 2002, 2001 and 2000, respectively.

Future minimum lease payments under lease arrangements at March 31, 2002 are as follows:

(IN THOUSANDS) J
2003 $ 3,971
2004 4,028
2005 4,025
2006 ‘ 4,085
2007 3,914
Thereafter 20,645
Total $ 40,668

During fiscal year 2002, the Company used the $25M Credit Agreement to guarantee the secured loan of a vendor, in
the amount of $5.3 million, to facilitate the ramp up of production capacity related to a new product. The loan is
secured by the vendor’s assets and the Company believes that there is adequate collateral in the case of a default.
However, if the vendor does default for any reason the Company would be liable for the loan.

NOTE L - RELATED PARTY TRANSACTIONS

Sirce 1991, the Company has had an exclusive license agreement with Rochester Medical Corporation {(“Rochester”) to
market and distribute certain external catheter products developed by Rochester. The Company purchased $860,000,
$59,000 and $101,000 of product from Rochester in 2002, 2001 and 2000, respectively. Several officers/founders of
Rochester, a public company, are siblings of the Chairman of Mentor Corporation. The Chairman derived no financial
or other benefit from transactions between the Company and Rochester.

SOUTH BAY MEDICAL LLC

See Note I - South Bay Medical LLC for a description ¢f amounts owed to certain employees of the Company related to
the acquisition of South Bay.
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NOTE M - CONTINGENCIES

Warranty and product liability claims are a regular and ongoing aspect of the medical device industry, At any one
time, the Company is subject to claims against it and is involved in litigation. These actions can be brought by
an individual, or by a group of patients purported to be a class action. The Company carries product liability
insurance on all its products, except silicone gel-filled implants, which are only available within the United
States through a controlled clinical study. This insurance is subject to certain self-insured retention and other
limits of the policy, exclusions and deductibles that the Company believes to be appropriate.

In addition, the Company also offers warranty coverage on some of its products. The Company provides an accrual
for the estimated cost of product warranties and product liability claims at the time revenue is recognized. Such G
accruals are based on estimates, which are based on relevant factors such as historical experience, the warranty : oy
period, estimated costs, levels of insurance and insurance retentions, identified product quality issues, if any, ! '
and to a limited extent, information developed by the insurance company using actuarial technigques. These accruals :
are analyzed periodically for adequacy. While the Company engages in extensive product guality pregrams and
processes, including actively monitoring and evaluating the quality of its component suppliers, the warranty :
obligation is affected by reported rates of product problems as well as the costs incurred in correcting product
problems. The Company has recorded warranty and related reserves of $16,252,000 and $12,062,000 at March 31, 2002
and 2001, respectively, to cover the cost of anticipated warranty and product liability claims.

In 1998, the Company learned that the FDA’s Office of Criminal Investigations (“CCI”) was conducting an investigation
involving the Company. The Company understood that the investigation was dormant until April 2000 when OCI issued
a letter requesting that the Company provide OCI with manufacturing data and other corporate records, which the
Company subsequently provided te OCI. The Company cooperated fully with the OCI investigation. The OCI declined to
identify the specific focus of its investigation inveolving the Company, and the Company has had no direct contact
with OCI regarding the investigation since January 2001 when certain documents were requested. It is not possible
to predict the outcome of this investigation at this time or its potential impact on the Company. The Company '
believes that it is in compliance with all applicable laws, rules and regulations.

The Securities and Exchange Commission (SEC) informed the Company that it was investigating, under a formal order
of investigation, the events relating to the March 23, 2000 USA Today article entitled “Breast Implant Manufacturer
Under Investigation by the FDA, " which was authored by Rita Rubin, and the March 23, 2000 press release issued
by Mentor responding to that article, and possibly other matters. The Company cooperated fully with the SEC’s
investigation. In May 2002, the Company received notification from the SEC ’s Division of Enforcement that “This
investigation has been terminated and no enforcement action has been recommended to the Commission.”

In addition, in the ordinary course of its business, the Company experiences various types of claims that sometimes
result in litigation or other legal proceedings. The Company does not anticipate that any of these proceedings will
have a material adverse effect on the Company.

NOTE N - RESTRUCTURING CHARGES AND DISCONTINUED OPERATIONS

During fiscal 2001, the Company announced a reducticn in corperate staff at its headquarters in Santa Barbara as
part of a restructuring move to streamline operations and improve efficiency. Employees affected by the restructuring
ware provided with a severance package, outplacement counseling and extended benefits to help with the transition.
This program resulted in a restructuring charge included in general and administrative expenses of $2.4 million.
Substantially all amounts related to the restructuring charge were paid by March 31, 2001,

In December 1998, Mentor announced a restructuring plan as part of a strategic initiative to improve the
profitability and competitiveness of its ophthalmic business by reducing manufacturing costs and concentrating
on those products and markets capable of sustained, long-term profitable growth.

During the implementation of this plan, the Board of Dirsctors authorized management to evaluate potential buyers
for the product lines of the ophthalmic business segment. In March 1989, the Company adcpted a plan to dispose of
its ophthalmic business segment. During the quarter ended June 30, 1995, the Company completed the sale of the
assets of the intraocular lens business, for cash consideration of $38.4 million and recorded a related gain of
$7.5 million, net of $3.8 million in income taxes. On October 4, 1989, the Company completed the sale of the remaining
assets of the ophthalmic equipment business for cash consideration of $21 million and recorded a related gain after
income taxes of $1.1 million.
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Consistent with the plan to dispose of its ophthalmic business segment, the net assets and operations of the
ophthalmic segment of the business, comprised of the intraocular lens products and ophthalmic equipment product

lines, have been classified as discontinued operations.

The results of discontinued operations for the two years ending March 31, 2001 and 2000 are as follows:

| YEAR ENDED MaRCH 31, (IN THOUSANDS) 2001 | 2000 |
Revenues $ - $ 14,660
Income before income taxes 400 169
Income tax expense (140) (973)
Income (loss) from discontinued operations 260 (804)

, Gain from disposal, net of income taxes of § 8,933 - 8,517
Income from discontinued operations $ 260 $ 7,713

',»“ MIncome taxes as a percent of the income before income taxes, and the gain f£rom disposal are higher than the
statutory income tax rate due to non-deductible goodwill included in the sale and Puerto Rico tollgate taxes
arising from the repatriation of earnings. Remaining assets and liabilities related to discontinued operations
at March 31, 2002 and 2001 are nominal.

NOTE O - BUSINESS SEGMENT INFORMATION

The Company’s operations are principally managed and reported on a product basis. There are three reportable
segments: aesthetic and general surgery, surgical urolegy, and clinical and consumer healthcare. The accounting
policies of the reportable segments are the same as those described in the summary of significant accounting
policies except that certain expenses such as interest and certain corporate expenses are not allocated to

the segments.

The aesthetic and general surgery products segment consists primarily of breast implants, tissue expanders and the
Company’s body contouring equipment and disposables. The surgical urology segment includes penile implants, surgical
incontinence products and brachytherapy seeds for the treatment of prostate cancer, The clinical and consumer
‘healthcare segment includes catheters and other products for the management of urinary incontinence and retention,
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Selected financial information for the Company’s reportable segments for the years ended March 31, is as follows:

[YEAR ENDED MARCH 31, (IN THOUSANDS) | 2002 | 2001 | 2000 |

NET SALES

Resthetic and General Surgery $ 163,081 $ 157,122 $ 150,334

Surgical Urology 94,341 62,264 52,794 )

Clinical and Consumer Healthcare 63,630 49,508 46,217 '
Total consclidated revenues $ 321,062 $__ 268,894 $ 248,345

[vearEnDED MaRCH 31, 1IN THOUSANDS) i 2002 | 2001 | 2000 |

OPERATING PROFIT

Aesthetic and General Surgery $ 48,516 $ 34,792 $ 32,994
Surgical Urology 6,945 6,405 6,729
Clinical and Consumer Healthcare 11,927 8,887 8,388

Total reportable segments $ 68,388 $ 50,094 $ 48,111

[YEAR ENDED MARCH 31, (IN THOUSANDS) 2002 | 2001 | 2000 |

IBENTIFIABLE ASSETS

Aesthetic and General Surgery $ 95,763 $ 84, 363 $ 76,649
Surgical Urology 88,488 82,152 27,672
Clinical and Consumer Healthcare 43,506 41,302 27,032

Total reportable segments 3 227,757 $ 207,817 5 131,353
[Yean eNDED MARCH 31, (N THOUSANDS) ! 2002 | 2001 | 2000

Depreciation and amortization

Aesthetic and General Surgery $ 3,617 $ 3,160 $ 2,934
Surgical Urology 4,400 1,676 1,043
Clinical and Consumer Healthcare 2,808 2,599 2,515
Total reportable segments 10,825 7,435 6,492
Corporate and other 3,023 2,805 2,241
S 13,848 $ 10,340 S 8,733
[YEaR ENDED MARGH 31, (IN THOUSANDS) [ 2002 | 2001 | 2000 |
CAPITAL EXPENDITURES
Aesthetic and General Surgery s 12,782 $ 3,782 5 1,482 5
Surgical Urology 5,017 1,385 2,333 G
Clinical and Consumer Healthcare 1,561 2,105 885 :
Total reportable segments 19,360 7,272 4,640
Corporate and other 492 3,033 6,805

$ 19,852 $ 10,305 S 11,445
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The following tables reconcile segment information to the amounts shown on the consolidated financial statements.

[VEAR ENDED MARCH 31, (IN THOUSANDS) 2002 2001 J 2000
OPERATING PROFIT FROM CONTINUING OPERATIONS

Reportable segments $ 68,388 5 50,094 $ 48,111
Corporate operating loss (10,872) (8,307) (8,680)
Interest expense (859) {276) (34
Interest income 2,217 4,209 2,982
Other income 342 829 10
Income from continuing operations before taxes $ 59,216 S 46,549 $ 42,389
[¥EaR enDED MARCH 31, (IN THOUSANDS) I 2002 | 2001 | 2000
IDENTIFIABLE ASSETS

Reportable segments $ 227,757 $ 207,817 $ 131,353
Corporate and other 98,163 83,020 39,353
Consolid'alted assets $ 325,920 S 290,837 $ 230,706
Selected financial information for the Company’s operations by geographic area is as follows:

[VEAR ENDED MARCH 31, {IN THOUSANDS) } zooz] 2°°i 2000
GEOGRAPHIC AREA REVENUE

United States $ 220,264 $ 210,370 $ 199,982
Foreign 100,798 58,524 49,363
Consolidated total $ 321,062 $ 268,894 S 249,345
[YEAR ENDED MARCH 31, fIN THOUSANDS) i 2002 2001 2000
GEOGRAPHIC AREA LONG-LIVED ASSETS

United States $ 71,627 5 72,272 S 42,948
Foreign 29,771 23,197 1,97
Consolidated total 5 101,398 $ 95,469 $ 44,924
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NOTE P - QUARTERLY FINANCIAL DATA (UNAUDITED}

The following is a summary of unaudited quarterly results of operations.

I QUARTER 4}

[vua ENDED MARCH 31, 2002 {IN THOUSANDS, EXCEPT PER SHARE DATA) | FIRST SECOND [ THIRD [ FDUHTPﬂ
Net sales $ 81,144 $ 74,347 $ 78,975 $ 86,596 i :
Gross profit 48,413 42,729 46,870 52,595 S
Inceme from continuing operations 14,299 11,856 14,787 16,574 SR
Net_income 10,290 8,489 9,817 13,224
Basic earnings per share:
Continuing operations $ 0.43 $ 0.35 $ 0.42 $ 0.57
Discontinued operations - - ~ -
Basic earnings per share $ 0.43 $ 0.35 $ 0,42 El 0.57
Diluted earnings per share:
Continuing operations S 0.42 $ 0.34 $ 0.41 $ 0.54
Discontinued operations - -~ - -
Diluted earnings per share $ 0.42 3 0.34 5 0.41 $ 0.54
VEAR ENDED MARCH 31, 2001 I FIRST | SECOND | THIRD | FoURTH |
Sales, as originally reported $ 66,785 s 60,349 3 60,978 $ 77,874
Reclassification of outbound shipping
costs to cost of sales 750 689 623 846
Net sales 67,535 61,038 61,601 78,720
Gross profit 41,834 37,0092 38,448 46,824
Income from continuing operations 8,333 6,023 7,178 10,284
Income (loss) from discontinued operations - - - 260
Net income 8,333 6,023 7,178 10,544
Basic earnings per share:
Continuing operations $ 0.35 $ 0.25 $ 0.31 $ 0.44
Discontinued operations - - - 0.01
Basic earnings per share $ 0.35 $ 0.25 $ 0.31 $ 0.45 =
Diluted earnings per share: Continuing operations S 0.34 $ 0.25 $ 0.30 $ 0.43
Discontinued operations - - = 0.01 ‘:“3
Diluted earnings per share s 0.31 s 0.25 _$ 0.30___§ 0.44 g
]

NOTE Q - EVENT SUBSEQUENT TO MARCH 31, 2002 (UNAUDITED)

On May 6, 2002, the Company announced that it had completed the acquisition of the urclogy business of Portex Ltd.,
a stbsidiary of Smiths Group plc. The acquired business, now named Mentor Medical Ltd. manufactures and markets
incontinence and ostomy products primarily for the home healthcare market. The products are scold mainly in the UK,
Germany and the Netherlands. The acquisition was valued at 7.25 million sterling, or about $10.5 million, and was
paid in cash.




VALUATION AND QUALIFYING
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ACCOUNTS AND RESERVES

(IN THOUSANDS) COL. A J coL 8 coL. ¢ coL D coL. &
ADDITIONS
CHARGED
BALANCE AT TO COSTS CHARGED BALANCE
BEQINNING AND TO OTHER AT END OF
DESCRIPTION OF PERIOD EXPENSES ACCOUNTS DEDUCTIONS PERIOD
Year Ended March 31, 2002
Deducted from asset accounts:
Allowance for doubtful accounts 3,578 2,374 $ (259} 5 1,823 $ 3,870
Liability Reserves: .
Warranty and related reserves 12,062 8,337 $ - $ 4,147 $ 16,252
Accrued sales returns and allowances 4,913 2,893 - - 7,806
16,975 11,230 3 - $ 4,147 $ 24,058
Year Ended March 31, 2001
Deducted from asset accounts:
Allowance for doubtful accounts 2,976 1,569 S 219 3 1,186 $ 3,578
Liability Reserves:
Warranty and related reserves 6,563 9,463 $ - S 3,964 S 12,062
Accrued sales returns and allowances 6,401 - ~ 1,488 4,913
12,964 9,463 $ - El 5,452 $ 16,975
Year Ended March 31, 2000
Deducted from asset accounts:
Allowance for doubtful accounts 2,072 1,888 $ - $ 384 $ 2,976
Liability Reserves:
Warranty and related reserves 4,248 6,515 $ - s 4,200 5 6,563
Accrued sales returns and allowances 5,126 1,275 - - 6,401
9,374 7,790 S — S 4,200 S 12,364




CORPORATE DIRECTORY

SENIOR MANAGEMENT

Christopher J. Conway
President and
Chief Executive Officer

Adel Michael

Executive Vice President

Chief Financial Officer, Treasurer
and Secretary

Eugene G, Glover
Senior Vice President
Advanced Development

Josh H. Levine
Senior Vice President
Global Sales & Marketing, Aesthetics

Maher Michael, M.D,
Vice President, Medical Director

Bobby K. Purkait

Senior Vice President
Science and Technology &
New Business Development

Clarke L. Scherff
Vice President
Regulatory Compliance

Peter H, Shepard
Senior Vice President
Global Sales & Marketing, Urology

Cathy S. Ullery
Vice President
Human Resources

MENTOR CORPORATION

BOARD OF DIRECTORS

Christopher J. Conway
Chairman of the Board
and Founder

Mentor Corporation
DIRECTOR SINCE 1369

Walter W. Faster

Former Vice President Corporate
Growth and Development

General Mills, Inc.

DIRECTOR SINCE 1980

Eugene G. Glover

Senior Vice President
Advanced Develcopment
and Founder

Mentor Corporaticn
DIRECTOR SINCE 1968

Michael Nakonechny

President

NAK Associates Corporation
DIRECTOR SINCE 1980

Ronald J. Rossi

Chairman and Chief Executive Officer
LoJack Corperation

Previously held various executive
positions with The Gillette Company
DIRECTOR SINCE 2000

Dr. Richard W. Young

Former Chairman and Chief Executive
Officer of Mentor 0&0

(acquired by Mentor Corporation

in 1990)

DIRECTOR SINCE 1990

AWORD ABOUT CORPORATE GOVERNANCE

u Mentor’s Board is made up of a majority of outside independent directors who have no

business or financial relationship with the Company other than in their capacity as
directors and shareholders.

u The audit, compensation, stock option and nominating committees are composed entirely
of independent directors.

s Shareholders must approve all stock option plans and equity compensation.

= Mentor has no consulting or non-audit relatienship with its independent auditors.

v We thought you’d like to know.
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MARKET FOR REGISTRANT'S

COMMON EQUITY AND RELATED SHAREHOLDER MATTERS

The commeon stock of the Company is traded on the Nasdag National Market under the symbol MNTR. There are
approximately 17 market makers for the Company’s stock. The following table sets forth for the period indicated
the high and low sale prices for the common stock reported on the Nasdag National Market.

[YEAR ENDED MARCH 31, 2001 [ Hion | Low |
Quarter ended June 30, 2000 $ 28.25 3 14.31
Quarter ended September 30, 2000 28.00 15.75
Quarter ended December 31, 2000 20.38 15.69
Quarter ended March 31, 2001 23.88 18.25

YEAR ENDED MARCH 31, 2002

4L HIGNi Low

Quarter ended June 30, 2001
Quarter ended September 30, 2001
Quarter ended December 31, 2001
Quarter ended March 31, 2002

$ 28.34 $ 22.13
31.44 23.94
30.20 23.08
36.08 28.08

ADDRESS CHANGES

Shareholders with address changes should contact the
Transfer Agent.

OWNERSHIP

According to the records of the Company’s transfer
agent, there were approximately 1,031 holders of record
of the Company’s Common Stock on June 18, 2002. However,
the majority of shares are held by brokers and other
institutions on behalf of shareholders in approximately
5,000 accounts. The actual number of total shareholders
may be less due to shareholders holding accounts at
more than one institution. Officers and directors of
the Company own about 5 percent of the shares currently
outstanding.

DIVIDENDS

Since 1994, the Company has paid a quarterly cash
dividend at the rate of $.025 per share. In February
2001, the Board of Directors increased the quarterly
dividend to $.03 per share.

ANNUAL MEETING

The annual meeting of stockholders will be held at
10 a.m. on Thursday, September 12, 2002, at the
Minneapolis Hilton and Towers, 1001 Marquette Avenue,
Minneapolis, Minnesota.

FOGRM 10-K

Shareholders may obtain, without charge, a copy of the
Company’s Form 10-K annual report as filed with the
Securities and Exchange Commission for the year ended
March 31, 2002, by writing to Mentor Corporation.

INVESTOR INQUIRIES

Please direct all inguiries to:
Investor Relations

Mentor Corperation

201 Mentor Drive

Santa Barbara, CA 93111 USA
(B05) 878-6082

Investor Relations can also be contacted through our
website www.mentorcorp.com under Investor Relations.

TRANSFER AGENT & REGISTRAR

American Stock Transfer & Trust Company
59 Maiden Lane, Plaza Level

New York, NY 10038

(877) 777-0800

AUDITORS

Ernst & Young LLP

This Annual Report contains certain forward-locking statements that involve risk and uncertainty. Such forward-
looking statements are characterized by future or conditional verbs and include statements regarding new and
existing products, technologies and opportunities, market and industry segment growth and demand, and acceptance
of new and existing products. Such statements are only predictions and our actual results may differ materially
from those anticipated in these forward-looking statements. Factors that may cause such differences include, but
are not limited to, increased competition, changes in product demand, changes in market acceptance, new product
development, obtaining FDA approval of new and existing products, changes in government regulation, supply of raw
materials, changes in reimbursement practices, adverse results of litigation and other risks identified in this
Annual Report or in other documents filed by the company with the Securities and Exchange Commission. The company
assumes no obligation to update forward-locking statements as circumstances change.
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LIVING LONGER, AGING GRACEFULLY

MENTOR CORPORATION 201 Mentor Drive Santa Barbara, CA 93111 USA {805) 879-6000 WwWw.mentorcorp.com




